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PREFACE

Newer forms of the consumer direct (CD) channel, such as online shopping and home

grocery delivery, have been the testing ground for the innovative business models of the New

Economy. In the past year, however, many of these experiments have succumbed to the

numerous challenges of operating profitably in the CD channel.

Despite these failures, or perhaps because of them, important lessons about the

contributions of these new channels in the retail mix are emerging. Indeed, to be

successful in the evolving multichannel environment, businesses must create a more

integrated, seamless customer experience and deliver a high level of customer

service by means of a variety of new and old media.

At the center of these new multichannel
offeringsisthe consumer. More consumers
areexperimentingintheonlinechannel and
becoming more comfortable there. Asthey
becomemorefamiliar withonlineofferings,
their expectationsrise. They expect aninte-
grated experience, and are often frustrated
when information or productsareinconsis-
tent across a company’s online and offline
channels. In response, they are developing
their own strategies for leveraging the
strengths of different shopping channelsto
meet individual and household needs.

Many companiesare struggling to adapt
to this rapidly changing environment, and
though they are conducting many of their
own experiments, they are finding few an-

swers. To conduct better experiments and
to find better answers, businesses must as-
sembleanew set of tools: They must evalu-
ate and apply new technologies more
appropriately, use customer information
moreeffectively, orient organizational struc-
tures and incentives to leverage these new
capabilities more efficiently, and measure
the return on these investments more accu-
rately. Without these tools, companieswill
finditincreasingly difficult to navigatethis
new, complex environment.

Now in its third year, the Consumer
Direct: Shoppinginthe Ageof Interactivity
research program, conducted by the Insti-
tute for the Future and the Peppers and
Rogers Group, continues to break new
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Preface

ground in its investigation of the evolution of
the CD channel. In the course of this year's
research, wehavelooked closely at several key
areas that will shape the continued growth of
thechannel and hel ptransformthecompetitive
business landscape—personalization, mobile
commerce, and supply chaininnovations. Ev-
ery interaction along the supply and demand
chainswill beshaped by thegrowinginfluence
of consumers. As consumers gain access to
moreinformation and greater control over the
purchasing process, companiesarebeingforced
to respond to them on a one-to-one basis.

To succeed in this effort, companies must
learn to build one-to-one relationships with
these customers, and with their business part-
nersand suppliersthroughout thesupply chain
aswell, by leveraging thefull range of channel
options. In this fourth and final report of the
Consumer Direct 2001 series, Measuring the
Impact of Consumer Direct: Understanding
Cross-Channel Metrics, we present a frame-
work for developing effective cross-channel
metrics by evaluating how consumers are be-
having in amultichannel environment and by

assessing the limits of current measurement
strategies in understanding the value of the
differentchannels.

Chapter 1 examines the emerging multi-
channel shopping environment and discusses
theroleof CD intheretail mix. Chapter 21ooks
closely at the sophisticated shopping patterns
emerging among consumerswho are learning
to utilize multiple channels to get the most
valuefromtheir purchases. Chapter 3 presents
key findingsand best practicescollected by in-
depthinterviewswithleading U.S. retailersand
service providers operating in multiple chan-
nels. It explores the benefits and value of
channel integration. Chapter 4 evaluates the
organizational, technological, and structural
challenges companies must confront to suc-
cessfully integrate the various customer chan-
nels. And finally, Chapter 5 discusses a new
way of thinking about cross-channel metrics
that moves companies beyond the limits of
today’ smediaand salesmeasurementsintothe
future, where the quality of customer interac-
tions and relationships are critical to a
company’ SSUCCess.

viii
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CHAPTER 1

Tue Evorving Consumer DIRECT CHANNEL

Although many online businesses have come and gone, consumers continue to migrate

to the CD channel. Indeed, the CD channel continues to grow as a broader range of

consumers move online. Despite much publicity about the demise of many once-promising

“pure-play” e-companies, new online models continue to emerge.

In fact, a quick reality check by Webmergers.com, which has been tracking

Internet company shutdowns since January 2000, indicates that only 32 dot-com

companies closed their doors in July 2001—30% less than the previous month, and

the lowest number since September 2000. The site estimates that in total only 6 to

8% of all dot-coms—that is, Internet companies that have received some sort of

formal funding from investors—have folded since the beginning of 2000.

A new trend is afoot, however. Many
surviving dot-coms are not stand-alone
e-commerce companies, but are backed by
traditional retail businesses that were once
criticized for moving too slowly into
e-commerce. Now, however, these old-
world retailers are well positioned to lead
the next stage in the evolution of the CD
channel.

This chapter examines key indicators of
the continuing growth of the CD market:
the rise of sophisticated CD use among
consumers, the changing demographics of
online shoppers, and the shift from pure-
play modelstointegrated bricks-and-clicks

strategies. (“Bricks-and-clicks’ refers to
companies that have both a Web and a
physical presence.) Withtheseindicatorsin
mind, we also revisit our forecast of CD
salesfor 2010.

Stower GrRowTH, But DYNAMIC
SHIFTS IN CoNsUMER DIRECT

he CD channel—which includestradi-
.|- tional activities such as responses to

catalogs, direct mail, newspaper or
magazine ads, radio, television, and the
yellow pages, as well as newer, more so-
phisticated activities such as online shop-
ping and home grocery delivery—grew
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(Chapter 1
The Evolving Consumer Direct Channel

Table 1-1
Most Households Engage in CD Shopping
(Percent of total population)

1998 1999 2000 Percent Change

1999-2000
Non-CD* 25 17 14 -18%
Total CD shoppers 75 83 86 +4%

*Includes people who have never shopped in the CD channel and those who have not
shopped there in the past 12 months.

Source: Institute for the Future/Peppers and Rogers Group, Measuring the Impact of
Consumer Direct: Understanding Cross-Channel Metrics, International Household Survey,
2000; Consumer Direct Project, Household Survey, 1998 and 1999.

Table 1-2

More CD Shoppers, Especially Online

(Percent of population that purchased through each CD channel in
the past 12 months)

1998 1999 2000 Percent Change

1999-2000
TV/Mail 44 45 59 +31%
Catalog 74 77 75 -3%
Online 15 25 37 +48%
Grocery delivery 2 3 4* +16%**

*Includes people who have ever purchased groceries online.
**Variations due to rounding.

Source: Institute for the Future/Peppers and Rogers Group, Measuring the Impact of
Consumer Direct: Understanding Cross-Channel Metrics, International Household Survey,
2000; Consumer Direct Project, Household Survey, 1998 and 1999.

between 1999 and 2000, albeit at a much
dower ratethaninpreviousyears. Most people
(86%) used at | east one CD channel in 2000, an
increase from 83% in 1999 (see Table 1-1).

Much of theincremental growthinCD shop-
ping canbeattributedto consumersexperiment-
ingwith newer channels. Thisisreflectedinthe
dynamicgrowthof particular CD channels, most
notably onlineshopping. Onlineshoppersgrew
from 25% to 37% of the population, up nearly
50% in oneyear (see Table 1-2).

Migration to More Sophisticated
Consumer Direct Channels Continues

Asmore shopping channelsbecome available
to CD shoppers, migration among them is
common—that is, CD shopperswho currently
only shopfrom catal ogsmay eventually experi-
ment with online or home grocery delivery
shopping. Furthermore, a growing variety of
store aternatives, such as online and mobile
commerce, is enabling consumers to develop
increasingly complex shopping patterns all
around. Research conducted between 1998
and 2000 showsthat thelevel of sophistication
in CD useisrising. In order to gain a better
understanding of this dynamic, we have been
tracking different groups of CD shoppers to
determine which shoppers are moving into
which channels (see sidebar, “Exclusive Cat-
egories of Consumer Direct Shoppers,” for a
breakout of these groups).
Table1-3highlightstheimpact of migration
among CD channels. The number of Online+
shoppershasincreased steadily towell over one-
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The Evolving Consumer Direct Channel

third of U.S. households. Much of thisincrease
can be attributed to individualswho had previ-
ously used only catalogsor direct mail for their
CD shopping, but who are now experimenting
with online shopping. Similarly, the group of
Grocery+ shoppers is growing dynamicaly,
though the recent shakeout of online grocery
service providers means that consumers have
fewer optionsfor grocery ddlivery.

Online Shoppers’ Profile Is Shifting

Aswe saw in last year's research, the demo-
graphic profileof onlineshopperscontinuesto
shift away from the early adopter profile of
moreeducated, tech-savvy, and wealthier con-
sumers. In fact, between 1999 and 2000, the
largest growth in online shopping adoption
occurred among people with a high school
education or less and annual household in-
comesbetween $15,000and $50,000 (see Table
1-4onpaged). Ingeneral, onlineshoppersare
now dlightly lesslikely thanin previousyears
toownaPC or amobilephoneandtogoonline
frequently. This could reflect the increasing
availability of online access at work, school,
and other aternative public locations, such as
libraries and cybercafés, al of which create
more opportunities for a broader base of con-
sumersto shop online.

Online Shoppers Are Frequent
Purchasers

Increasingly, consumers are more comfort-
abletappingintothewealth of informationand
e-commerce opportunitiesonthelnternet, and

Table 1-3
More People Are Becoming Sophisticated CD Shoppers
(Percent of households)

1998 1999 2000 Percent Change

1999-2000
Non-CD shoppers* 25 17 14 -18%
Catalog+ shoppers 64 56 a7 -16%
Online+ shoppers 9 24 35 +46%
Grocery+ shoppers 2 3 4 +16%**

*Includes people who have never shopped in CD channels and those who have not
shopped there in the past 12 months.

**V/ariations due to rounding.

Source: Institute for the Future/Peppers and Rogers Group, Measuring the Impact of
Consumer Direct: Understanding Cross-Channel Metrics, International Household Survey,
2000; Consumer Direct Project, Household Survey, 1998 and 1999.

Exclusive Categories of Consumer Direct Shoppers

Every household in the United States fits into one, and only one, of
the following categories:

« Non-CD: Households with members who have never shopped in
the CD channel or have not made a remote purchase in any CD
channel in the past 12 months.

« Catalog+: Households with members who have shopped from
catalogs, direct mail ads, newspaper/magazine ads, television, radio,
or the yellow pages in the past 12 months. Excluded are households
whose members have also engaged in the more sophisticated
channels of online or grocery delivery shopping.

* Online+: Households with members who have shopped online in
the past 12 months, excluding those households whose members
use agrocery delivery service. Most of these households also use the
traditional CD channels.

« Grocery+: Households whose members have used some form of
remote-order home grocery delivery service in the past 12 months.
These households may also use other CD channels.
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The Evolving Consumer Direct Channel

Table 1-4

Online Shoppers Look More Like the General Population Over Time
(Percent of online shoppers in each year, by education, income, age,

and technology behavior)

Education

High school or less
Some college
College graduate
Postgraduate

Income

< $15,000
$15,000-$35,000
$35,001-$50,000
$50,001-$75,000
$75,001+

Age
18-34
35-44
45-54
55-64
65+

Technology Behavior

Owns PC

Online at least once a week
Owns a mobile phone

1999 2000
21 34
35 27
30 22
17 17

6 6
13 26
14 20
28 21
39 27
38 40
26 27
22 21

9 8
92 88
91 89
71 66

Source: Institute for the Future/Peppers and Rogers Group, Measuring the Impact of
Consumer Direct: Understanding Cross-Channel Metrics, International Household
Survey, 2000; Consumer Direct Project, Household Survey, 1999.
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The Evolving Consumer Direct Channel

in the process are gaining more confidencein
their CD shopping experiences. Indeed, today’ s
online shoppers are more frequent purchasers
than online shoppers in the past (see Figure
1-1). As people become more accustomed to
shopping onlineand discover that it meetstheir
needsand expectations, and ascompaniesiron
outtheinitial issueswithonlineshopping, such
as security and overly complicated interfaces,
customersarewillingtotry it morefrequently.

Thus, asmorepeopleexperimentwithonline
shoppingand other formsof CD, thepopulation
of CD shoppersgrowsincreasingly diverse. On
the one hand, more online shoppers means an
expanding market for agreater variety of goods
sold online. Ontheother hand, it hassignificant
implications for the types of business models
that will succeed inthe CD channel.

SHIFT FROM PURE-PLAYS
TO TRADITIONAL
Bricks-AND-MORTAR PLAYERS

n last year' sresearch, we featured several

potentially successful CD business mod-

€ls (see the Consumer Direct report Fore-
casting the Consumer Direct Channel:
BusinessModelsfor Success, 2000). Onekey
component of amodel’ s successisits ability
to conduct business seamlessly between the
physical and virtual worlds, leveraging the
strengthsof multiplechannels—stores, online
services, mobile access, catalogs, and so
forth—in its retail mix. In the past several
months, the market has made a critical shift
away from pure-play Internet modelstoward
moreintegrated bricks-and-clicks strategies,
which leverage not only the brand name of
well-established retailers but also the distri-
bution network and inventories of existing
stores to help fulfill CD orders. This shift is
evident across a variety of retailers, most

notably onlinegrocers. Inthepast threeyears,
we have tracked the growth, changing char-
acteristics, and evolving business models of
this nascent market. Many of the model s that
weexamined arenow gone, unabletoachieve
profitability fast enough to justify the enor-
mous investments in technology infrastruc-
tures, expansion into new markets, and
brand-building efforts (see Table1-50n page
6). Pure-play online models that appealed to
early adopter households struggled to scale
up their operations and generate interest be-
yond small niche markets.

As the online shakeout continues, tradi-
tional bricks-and-mortar players are stepping
intofill thevoid|eft by the demise of the pure-
plays. Shortly after Webvan closed its doors,
for example, traditional grocery retailer
Albertson’ sreporteda300%increaseinonline

Figure 1-1

Online Shoppers Purchase More Frequently
Over Time

(Percent of online shoppers who purchased
products online ... in the past year)

[
12+ times W 1999
[J 2000
7 to 12 times
410 6 times
2 to 3 times
0 10 20 30 40 50

Percent

Source: Institute for the Future/Peppers and Rogers Group,

Measuring the Impact of Consumer Direct: Understanding Cross-

Channel Metrics, International Household Survey, 2000; Consumer

Direct Project, Household Survey, 1999.
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Table 1-5

Online Grocery Services Shift from Pure-Play Providers to Bricks-and-Mortar Heavyweights

Online Pure-Plays

Bricks-and-Clicks

HomeRuns
Closed: July 2001

Webvan
Closed: July 2001

Kozmo
Closed: April 2001

Streamline
Closed: November 2000

Shoplink
Closed: November 2000

Priceline’s Webhouse Club Grocery
Closed: October 2000

GroceryWorks

Operated by Safeway in partnership with Tesco
(which operates Tesco.com, the largest e-grocer in
the world). Will relaunch later this year under a
new name.

Peapod

Owned by Ahold (which operates approximately
8,500 supermarkets, hypermarkets, and other
store formats in Asia, Europe, Latin America, and
the United States).

Albertson’s Online
Operated by Albertson’s (which operates more
than 2,500 stores in 36 states).

HousecCalls

Operated by Golub Corporation (which owns Price
Chopper Supermarkets, operating in the Northeast-
ern United States).

Peachtree Network

Currently has contracts with 20 regional grocers
across North America to provide online grocery
services, as well as with Intermarche, the second
largest French retailer.

Why Run Out?

A Web-enabled logistics company that delivers
products from local grocery retailers in Southern
California.

Source: Institute for the Future and Peppers and Rogers.
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ordersin the Seattle area. Many other bricks-
and-mortar players are expediting plans to
launch online services or to expand existing
models. Likewise, Peapod, once the longest-
standing pure-play, withahistory of leveraging
relationshipswith local grocers, is positioned
to take advantage of the shiftsin the market-
placeasawholly owned subsidiary of Ahold—
a multinational food retailer that owns and
operates large grocery chains in the United
States, such as Giant Food Stores and Stop &
Shop supermarkets. In this way, Peapod and
Ahold are embracing the hybrid bricks-and-
clicksmodel that |everagesexistingfood distri-
bution infrastructures. Currently, Peapod is
distributing groceries from retail stores in
Ahold's East Coast Stop & Shop outlets, and
fulfilling orders in the Chicago market from
Ahold’ sdistribution center in Cleveland, Ohio.

Although the models are evolving to meet
consumer demandsfor amoreintegrated shop-
ping experience, and thereby accommodate
consumers' individual patternsof channel bun-
dling, theturbulenceinthemarketplaceandthe
demiseof many of theavailableonlineoptions
will undoubtedly haveanimpact onthegrowth
of the CD channel.

CoNsUMER DIRecT ForecasT UPDATE

would account for about 12% of retail

sales by 2010. Aswe gain a better under-
standing of the dynamicsinfluencing the evo-
[ution of the channel, we continue to develop
new inputs into our forecast. As a result, our
shorter-term 2005 forecast reflects slower,
more cautious market expansion by CD ser-
viceproviders. However, thelonger-term 2010
forecast remainsintherangeof previousyears
forecasts—at about 10% of retail sales (see
Figure 1-2).

I- astyear, weforecasted that the CD channel

It isimportant to note that over the course of
thisresearch we have measured and forecasted
CD asashareof total retail sales, whichislimited
to products. Our forecast does not reflect the
growth in online transactions for consumer
services, a broad and diverse category, which
includesfinancial andinsuranceservices, house-
hold cleaning, health care, travel, and educa
tion; nor doesit include the growing number of
online business-to-business transactions.

Although traditional CD channels still ac-
count for the largest share of the CD market,
the online channel continuesto grow rapidly.
Between the first quarter of 2000 and thefirst
quarter of 2001, online sales grew 30%. They
currently make up just under 1% of all retail
sales. Weanticipatethe CD market to continue
togrow dynamically inthenext decade, driven
by online shopping and the emerging mobile
channel (seethe Consumer Direct report Next-
Generation Consumer Direct: The Evolution
of Mobile Commerce, 2001).

Figure 1-2
CD Forecast
(Percent of all retail sales)

Percent
12

10

8

1990 1995 2001 2005 2010

Source: Institute for the Future; historical data from U.S.
Department of Commerce; Marketing Logistics, Inc.
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ConNcLusioN: CoNsSUMER DIRECT Is
BecomiNg A MoRE IMPORTANT PIECE
oF THE ReTAIL Mix

tained that the evolving CD channel will
play its most critical role as part of an
integrated retail strategy, with the potential to
play both adirect and an indirect role in well
over 24% of retail sales. In order to develop

'|' hroughout this program, we have main-

measuresfor effectively eval uating theimpact
of CD, it isimportant to first understand the
role CD plays in the purchasing process. As
consumers gain more experiencewith awider
range of shopping channels, they are devel op-
ing sophisticated and individualized shopping
patternsthat |everagethestrengthsof different
mediato optimizethevalueof their purchases.

Thefollowing chapter takesacloser |ook at
consumers’ cross-channel use.
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CHAPTER 2

MAXIMIZING VALUE: CROSs-(CHANNEL SHOPPING STRATEGIES

Before we get into how businesses are integrating their sales channels and the details of
developing cross-channel metrics, it is important to understand how consumers are
responding to the increasingly complex multichannel environment. Indeed, consumers are
faced with more choices than ever before about where, when, and how to shop. For
businesses to respond effectively, they must understand the strategies consumers are
developing, the roles of different channels in the purchasing process, emerging patterns of
channel use, and the differences among consumer groups.

This chapter explores consumers’ cross-channel behaviors and strategies—including
the role of CD channels in the shopping mix, consumers’ patterns of information gathering,

and cross-channel purchases.
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Table 2-1
Sophisticated Consumers Rely on Multiple Channels
(Percent of shopper group that shopped ... in 1999 and 2000)

1999 2000 Net Change
Online+ Shoppers
Malil, etc.* 52 71 19
Catalog 94 89 -5
Grocery+ Shoppers
Malil, etc.* 53 70 17
Catalog 92 83 -9

*Includes purchases made in response to direct mail ads, television, radio, the yellow
pages, and newspaper/magazine ads.

Source: Institute for the Future/Peppers and Rogers Group, Measuring the Impact of Consumer
Direct: Understanding Cross-Channel Metrics, International Household Survey, 2000.

Figure 2-1

Sophisticated CD Shoppers Are Early Adopters of New Shopping
Channels

(Percent of shopper group that made a purchase using a mobile
device)

Percent
14
12
10
8
6
4
2
0
Catalog+ Online+ Grocery+

shoppers shoppers shoppers

Source: Institute for the Future/Peppers and Rogers Group, Measuring the Impact of
Consumer Direct: Understanding Cross-Channel Metrics, U.S. Household Survey, 2000.

CRoss-CHANNEL
SHOPPING STRATEGIES

n our survey, we found that CD shoppers
continue to integrate multiple CD chan-
nels into their shopping mix. The most
sophisticated CD shoppers rely heavily on a
variety of different channels (see Table 2-1).

Asmoreconsumersmoveonlineand experi-
ment with more sophisticated forms of CD,
they continue to use moretraditional channels,
albeitindifferent ways. The significant growth
in2000inresponsetotraditiona mail offerings,
for example, may beattributed tothemovement
of a broader base of consumers online. Typi-
caly, more traditional CD channels have at-
tracted consumers with lower income and
education levels. However, catalog shopping
declined dightly in 2000, most likely duetothe
fact that more catalog companies are making
their offeringsavailableon theInternet aswell.

Inthisyear’ sresearch, wetrackedthemove-
ment of our exclusive CD shopper groupsinto
the newest form of CD, mobile shopping. Gro-
cery+ shoppers, the most sophisticated of all
CD shoppers, arethemost likely to haveexperi-
mented with this new channel. This tendency
highlights CD shoppers' reliance on a varied
mix of alternativesto meet their shopping needs
(see Figure 2-1). (For more information on
mobile shopping, see the Consumer Direct re-
port Next Generation Consumer Direct: The
Evolution of Mobile Commerce, 2001).

Other organizationshavebeentrackingthis
phenomenon aswell. In astudy sponsored by
the National Retail Federation, researchers
evaluated the shopping patterns of customers
of select multichannel retailers. They found
that more advanced CD shoppers—thosewho

10
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are purchasing online—are taking advantage
of al the options available to them, relying
heavily on stores and catalogs to make pur-
chases from agiven retailer (see Table 2-2).

Information Gathering

Access to awide variety of channels has al-
lowed consumersto gather morediversetypes
of information as input into their purchasing
decisions. In our focus groups, CD shoppers
described how they consulted multiple infor-
mation sources.

| was going by word of mouth,
looking on the actual Web site of
each DSL provider ... and looking
at Computer Source magazine and
the advertisements, which stated
the cost of the service each month.
And then what kind of perks you
actually got, like extra e-mails. So |
just went with the one that had
the best deals.

—Advanced CD shopper, single male,
late 20s

On average, across different types of pur-
chases, consumers consult about four infor-
mation sources before making apurchase (see
Figure 2-2).

Sophisticated CD shoppers, however, are
themost intensiveinformation gatherers; more
of theseshoppersseekinformationfromagrester
variety of mediaand shopping channelsbefore
they buy (see Table 2-3 on page 12). These
shoppersare devel oping complex strategiesfor
using avariety of information sourcesto maxi-
mize the value of their purchases.

Table 2-2

Cross-Channel Shopping Is High

(Percent of customers purchasing from ... who also make purchases
in a retailer’s other channels)

Store Catalog Online
Store shoppers — 21 4
Catalog shoppers 68 — 4
Online shoppers 59 43 —

Source: National Retail Federation, Channel Surfing: Measuring Multi-Channel Shopping,
2000.

Figure 2-2
Consumers Consult Multiple Sources Before Making a Purchase
(Mean number of information sources used before purchasing ...)

Major household
appliance

Financial service

Small household
item

0 1 2 3 4 5
Percent

Note: “Information sources” include mail ads, newspaper or magazine ads and articles,
store visits, talks with sales representatives, friends or family, direct requests for
information from the manufacturer, TV programs, and Web sites.

Source: Institute for the Future/Peppers and Rogers Group, Measuring the Impact of
Consumer Direct: Understanding Cross-Channel Metrics, International Household Survey,
2000.
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Table 2-3
Sophisticated CD Shoppers Consult More Information Sources
(Percent of each shopper group that reported consulting ... before their last purchase)

Non-CD Catalog+ Online+ Grocery+

Stores 64 75 74 74
Friends and family 51 63 68 81
Sales representatives 48 62 61 65
Newspaper or magazine 32 58 56 65
advertisements

TV programs or newspapers and 37 53 52 59
magazine articles

Mail advertisements 27 50 45 56
Information requested from companies 22 42 52 55
Catalogs 18 44 43 31
Web sites 5 12 54 41

Source: Institute for the Future/Peppers and Rogers Group, Measuring the Impact of Consumer Direct: Understanding
Cross-Channel Metrics, International Household Survey, 2000.

Table 2-4
Sophisticated CD Shoppers Use More Sources in Each Information Category
(Mean number of sources per channel used to get information before last purchase)

Non-CD Catalog+ Online+ Grocery+

Stores 1.6 2.0 2.0 2.3
Friends and family 1.8 2.1 2.3 2.6
Sales representatives 1.3 1.4 15 2.1
Newspaper or magazine 15 2.8 24 3.0
advertisements

TV programs or newspapers and 2.3 3.1 2.6 4.5
magazine articles

Mail advertisements 1.2 1.9 1.7 2.7
Information requested from companies .8 11 1.7 2.3
Catalogs 5 1.3 1.1 1.6
Web sites 3 5 2.6 2.2

Source: Institute for the Future/Peppers and Rogers Group, Measuring the Impact of Consumer Direct: Understanding
Cross-Channel Metrics, International Household Survey, 2000.
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To illustrate this point further, Table 24
demonstrateshow Online+ and Grocery+ shop-
persare not only accessing abroader range of
information resources than more traditional
CD shoppers, but also how they are utilizing
more of their options within each category.

Patterns of Purchasing
Across Channels

Cross-channel useishigh not only for brows-
ing and shopping, but also for buying. Infor-
mation-intensive CD shoppers simply make

more purchases, more frequently than other
consumers, across multiple channels. This
makes them among the most valuable cus-
tomers to retailers (see Table 2-5).

A significant number of people shop in
more than one retail venue before they make
their purchases. In particular, alarge share of
people who purchase online and people who
purchaseinstoresreport consulting other chan-
nels, such as mail ads and catalogs, before
makingtheir decision (see Table2-6). Inmost
cases, online purchasersaremorelikely to use

Table 2-5

Sophisticated CD Shoppers Are More
Frequent Shoppers Across Multiple Channels
(Percent of each shopper group that
purchased products from catalogs or online
... in the past 12 months)

Catalogs

Total Online+  Grocery+
12+ times 13 17 18
7-12 times 12 17 11
4—6 times 19 22 16
2-3 times 21 24 6
Once 11 9 10
Online

Total Online+  Grocery+
12+ times 7 17 36
7-12 times 6 17 10
4-6 times 7 18 18
2-3 times 10 28 15
Once 7 20 4

Source: Institute for the Future/Peppers and Rogers
Group, Measuring the Impact of Consumer Direct:
Understanding Cross-Channel Metrics, International
Household Survey, 2000.

Table 2—-6

Consumers Browse Through One Medium and Buy in Another
(Percent of consumers who purchased through one type of shopping

channel after browsing through other channels)

Store
Purchaser

Browsed with mail ads 46
Browsed in catalogs 41
Browsed with Web sites 23
Browsed with sales reps —
Browsed with newspaper/ 57
magazine advertisements

Browsed with TV programs, 51

newspaper/magazine articles

Source: Institute for the Future/Peppers and Rogers Group, Measuring the Impact of

Online
Purchaser

62
53

63
60

67

Consumer Direct: Understanding Cross-Channel Metrics, International Household Survey,

2000.
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other channel sthanarestorepurchasers, which
demonstratesthat theonlinechannel issupple-
menting rather than replacing other channels
in the shopping process.

TheNational Retail Federation study dem-
onstrates similar cross-channel influences in
theshopping process. Figure2-3illustratesthe
synergiesacrossmultiplechannels, most nota-
bly between catalogs and online services. In-
deed, morethan half of amultichannel retailer’s
online shoppers report either purchasing or
looking for anitem onlinethat they saw previ-
oudyinacatalog. Similarly, about one-third of
aretailer's store shoppers report being influ-
enced by its catalog and online offerings.

To sum up, our surveys point to the emer-
gence of avery sophisticated model of shop-
ping. When consumers are browsing, they use
many different sources of information. Even

though these sources fall into several distinct
categories, amost all shoppers use more than
one. They maketheir purchasesthe sameway.
That is, many consumers, especially the most
sophisticated CD shoppers, browse or shopin
one channel and then buy in another. As a
result—and this is what’s significant—sales
databy channel do not reflect thetrueimpact of
each channel on thefinal purchase.

CoNsUMER DIRECT EXPERIMENTATION
CoNTINUES, BuT PATTERNS ARE
EMERGING

f consumers are using more channels in
their shopping, does that mean that all
channels are equally useful to them? The
answer is no. For example, our surveysindi-
catethat moreexperienced CD shoppersplace
a different value on certain information

Figure 2-3

Strong Cross-Channel Influence on Purchasing Decisions
(Percent of customers who looked for or purchased
something previously seen in another channel, where a
retailer offered more than one channel)

Store

@ -
e
'Y% 23%
34&4 Online 51%

Catalog

s>

Source: National Retail Federation, Channel Surfing: Measuring Multi-

Channel Shopping, 2000.
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sources. While most shoppers identified
sourcesliketalking with another person(e.g.,
family and friends, or a salesperson) and
visiting a store to touch the product as the
most useful information sources, sophisti-
cated CD shoppers were three to eight times
more likely to find online sites useful (see
Table 2-7).

Our research indicates that well-defined
patterns of CD channel use are emerging. As
shoppers experiment with different channels,
they are devel oping strategies for using mul-
tiplechannel sinthe shopping processto maxi-
mize the value of their purchases.

A Synergistic Pairing:
Online Services and Catalogs

The online and catalog channels have proven
to be especially complementary, and they are

perceived by consumers to have many of the
same values and benefits. Indeed, the lines
between catal og and online channelsare blur-
ring increasingly, as more catalogers effec-
tively move more sales transactions online,
and as online providers leverage paper cata-
logs to drive traffic to their sites. Our focus
group participants identified three key areas
wherethe combination of onlineshoppingand
catalogs providesreal value.

Researching

Consumers conduct extensive research in
preparation for more expensive purchases
(prices depended on the individual, but $100
was average). Participants identified catalogs
and online services as particularly useful dur-
ing this stage of the purchasing process, be-
cause they provide detailed information on

Table 2—-7

Sophisticated CD Shoppers Place a High Value on Web Sites as Information Sources
(Percent of each shopper group that used an information source and identified that source to
be one of the two most useful in making a purchasing decision)

Non-CD

Stores 34
Friends and family 44
Sales representatives 29
Newspaper or magazine

advertisements 29
TV programs or newspapers and

magazine articles 29
Mail advertisements 7
Information requested from companies 7
Catalogs 8
Web sites 14

Catalog+ Online+ Grocery+
29 26 29
47 41 48
32 27 26
34 17 20
20 19 24
10 11 4
7 9
15 12 10
5 39 33

Source: Institute for the Future/Peppers and Rogers Group, Measuring the Impact of Consumer Direct: Understanding

Cross-Channel Metrics, International Household Survey, 2000.
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Both catalogs
and online sites
supplement store
offerings,
allowing
shoppers to get

what they want.

product features and allow shoppers to com-
pare prices easily. Catalogs were particularly
valuablein the passive browsing stage, allow-
ing shoppersto browse at their |eisure, when-
ever and wherever they wanted. One woman
commented:

| get catalogs sent to me every
day.... | have a stack of catalogs |
still have to look through. | can
comparison shop at my leisure.

—Novice Online shopper, married
female, late 40s

Online resources introduce an interactive
element, allowing shoppers who already have
an idea of what they want to conduct focused
research on particular areas of interest, to col-
lect opinions from experts and other consum-
ers, andto form their own opinionsof products
and services. One shopper described how she
solicits other consumers’ opinions online:

We bought a digital camera about
ten months ago. And first we
started with Consumer Reports,
which gave a great review. So then
we posted it in a question to a
newsgroup and we got lots of re-
plies. Some of them were good.
Some of them were bad. But we
had to weigh whether those fea-
tures were important to us.

—Novice Online and Grocery shopper,
married female, late 30s

Supplementing Local Store Offerings

Both catalogs and online sites supplement
storeofferings, allowing shoppersto get what
they want even if thelocal storedoesn’t carry

the product or have it in stock. Consumers
with special needsfound theseresources par-
ticularly useful. For example, shoppers who
require clothing in hard-to-find sizes often
look online and in catalogs to meet their
specific needs. One woman enjoyed shop-
ping the online site of alocal store that of-
fered an expanded inventory.

In the store they have three sizes—
they have short, regular, and long.
Short is still too long. But online
they have an extra-short ... and
that fits. So it’s just a wider variety
that they're able to have in their big
warehouse, rather than in the little
store that's just down the street.

—Novice Online shopper, married
female, late 20s

Similarly, consumerswho haveallergiesor
other medical conditionsfound specialized cata-
logand onlineprovidersto beval uablesources
of information in helping them manage their
conditions.

Providing More Convenience for
Small-Ticket Items and Better Deals on
Standard Products

Many consumers stated that if they find an
item online or in a catalog with alow price—
say, about $25—that does not require much
research, they feel very comfortable buying it
online or through a catalog. Others indicated
thatif they findabrand-nameitemor astandard
product that doesnot vary muchinfeaturesand
functionality offered at alower priceonlineor
in acatalog, they would most likely go for the
best deal. One man described how helooksfor
the lowest price on commodity products:

16
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If it's a commodity item, | am look-
ing for the cheapest price. For ex-
ample, | bought Photoshop 6.0.
Well, I know that I'm looking for
the absolute cheapest price be-
cause Adobe puts out a quality
product, and so if it’s from the
bricks-and-mortar place down the
street or some cheap place on the
East Coast—if it isn't the cheap-
est price, | don't really care.

—Advanced CD shopper, married male,
early 30s

Immediate Gratification:
Bricks-and-Mortar Stores

For the most part, bricks-and-mortar stores
remain the cornerstone of consumers’ shop-
ping strategies. For many consumers, thereare
key components of the shopping process that
simply cannot be replicated in a CD channel,
making bricks-and-mortar stores the easiest
solution to their shopping needs.

The Convenience of the Local Store

For many shoppers, theability tomakearunto
thelocal storeand to get the product they want
right away isstill themost convenient solution
for most of their shopping needs. Although
more peopleareconsulting agreater variety of
sources before making a purchase, those who
know exactly what they want still feel that they
can do better inthe store most of thetime. One
shopper described how he found what he
wanted online, but figured that it would be
faster to run out to the local store:

| visited a couple of different Web
sites ... and | did find what |
wanted but said, ‘You know, | can
probably get this stuff locally. |
don’t have to buy it online ....I'm
going to go out and hit the road
and do this strip mall and that one,
and that one, and I'm done.

—Advanced CD shopper, married
male, early 50s

Other consumersfindit easy enoughtorun
out toalocal storeto makeapurchase, but like
the option of ordering onlineif theitemisout
of stock.

| could’ve bought it online and had
it shipped. But since the store was
on my way anyway, it didn’t matter.
[I thought,] If you don’t have it in
stock, I'll just buy it online, because
| can just press the ‘buy now’ but-
ton. It’s nice to have the option.

—-Advanced CD shopper, divorced male,
late 40s

The Comfort of Service

For itemsthat consumersfelt they might need
toreturn—such aselectronics, appliances, and
mechanical itemsthat could break or clothing
that might not fit—most preferred to makethe
purchase in a store. Most respondents trusted
stores to stand behind their products and to
accept returnsif therewasaproblem, or if the
item simply did not meet their expectations.
For these types of purchases, services were
more important than lower prices. One shop-
per put it this way:

For the most
part, bricks-and-
mortar stores
remain the
cornerstone of
consumers’
shopping

strategies.
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There isan
increasing
tension between
having channels
integrated and
using price
disparities to
negotiate better

deals when they

| found another place that was $100
cheaper,somewhere out near Cali-
fornia, but by the time | paid for
shipping and worried about what |
would do if | needed to return it, |
figured the difference in price wasn't
worth it.So | went with a local com-
pany,since | had done business with
them and | knew they were good
about returns.

—-Advanced Online shopper, married
male, early 40s

For most big-ticket items, shopperswanted

sion between having channels integrated and
using price disparities to negotiate better dedls
when they are not.

Taking Advantage of Pricing
Disparities

For most consumers, after conducting inten-
sive research, evaluating features, brand, and
availabhility, and making a selection, the final
decision comesdown to price. Consumersare
becoming very sophisticated in getting the
best deal, which is a primary goal for many
cross-channel shoppers.

M ost shoppers compare online and catal og

are not. to reduce risk and uncertainty by making the

purchasein astoreand getting accessto value- pricesto store prices. They includethe cost of
added services like repairs and free replace-  shipping and whether they have to pay sales
ments. One man described how it was worth tax. Once they determine the final price for
paying alittle more to acompany hetrusted to each company, some buy online or from a
provide good service: catalog if the priceis significantly lower. If it
iscloseto the store price, they tend to buy it at

For every major appliance, | go to the store, so they can return it if necessary.
Sears, because they back it up, they A growing group of shoppers recounted
stand behind it. You call them up how they would visit the store armed with
and they're out in the next day or different prices collected online or from cata-
two. Sears may be a little bit more logs and newspaper ads, and then haggle with
expensive than Best Buy, but Sears a sales representative to get a better price—
will stand behind the product. sometimes lower than the CD price without
—Advanced Online shopper, single shipping. These shoppers were focused on

male, late 20s getting the best deal possible.

CHANNEL INTEGRATION ADDS VALUE Basically, | shopped around differ-
ompanies are looking at how to integrate ent stores, looked it up in a cata-
their different channels to create a more log and then pulled the up-to-date
seamless experience, to maintain a higher price on the Internet. Then | went

level of consistency acrosstheir offerings, and to a local store and got them to
to build more effective one-to-one Learning beat the price. And then | went
Relationshipswiththeir customers(seesidebar, somewhere else and got them to
“Building Learning Relationships’). But as beat those prices.
consumers become more comfortable in alter- — Advanced Online shopper,
native retail venues, thereisan increasing ten- married male, early 40s
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Building Learning Relationships

company establishes Learning Relationships by tracking each contact with a
customer, learning from that customer’s feedback, and tailoring product,
service, and communication based on that feedback. The result: treating different
customers differently to meet a broader range of their needs, thereby increasing
customer loyalty and the business’ own sustainability. There are four strategies for
companies to build one-to-one Learning Relationships:
* |dentify individual customers so they are recognized in any medium or location,
and all interactions with that customer can be linked and coordinated.
« Differentiate customers by their value to the company, then differentiate them by
what they need from the company—starting with the most valuable customers.
« Interact with individual customers at every contact point, in order to learn more
and more about their potential interests, needs, and priorities.
« Customize some aspect of the company’s behavior (e.g., product, service, or other
elements associated with it) toward the customer, based on that customer’s
needs and value.

Learning Relationships allow companies to make their customers more loyal and
more profitable. The more the customer invests in the relationship, the greater is his
stake in making the relationship work. By making the product more valuable to the
customer through every successive interaction, the company will be well positioned

to keep and grow this customer.
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M any

consumers,
however, are
frustrated with
the lack of

integration

across channels.

| do all the research online, but
pick it up from a bricks-and-mor-
tar.... | know | get a better deal
in the store ... because every time
| went to another store, | got it
$100 cheaper.

—Advanced CD shopper, divorced male,
late 40s

This strategy is mostly effective because
many companies that offer catalog, online,
and store channels have not integrated their
saleschannelsyet. Some have acatalog price,
an online discount or special, and then astore
price. Consumers have learned to take advan-
tage of these disparities to get the best deal.

The catalogs have different prices
than what are in the stores—the
catalog price. But if you order
online you also get an online dis-
count.... You see the catalog; you
find what you want. That way you
[can] go to the store ... or order
online and get an extra discount.

—Novice Online and Grocery
shopper, married female, late 30s

Receiving Better Service Through
Integrated Channels

Many consumers, however, are frustrated
with the lack of integration across channels.
In some cases, companies that have not inte-
grated their channel shave alienated potential
customers by not honoring prices offered in
their other channels:

| found listed on their site won-
derful prices for products, and |
walk in and say,‘Here’s the price |
found; here’s the printout from
your site. [They said,] ‘We don’t
know anything about that; we're
not going to honor that. | don't
buy from that store anymore.

—Advanced Online shopper, single
male, late 20s

Others were annoyed with how much time
isrequired to collect all theinformation to get
the best deal. Onewoman expressed thiscom-
mon complaint well:

Everybody has different informa-
tion for the same hotels, the same
airline; the difference was $200 ....
Everybody is different. On the
Internet, it was a better price.The
other time was with my agent; an-
other time was in the newspaper.
So | just go back and forward. So
that’s why you lose too much time.

—-Advanced CD shopper, married
female, late 40s

As we will seein the next chapter, many
companies are trying to integrate their chan-
nelstoprovideahigher level of servicetotheir
customers. For many retailers, afirst step in
this direction is alowing shoppers who buy
onlineto return merchandise at the store. This
is a value-added benefit that can motivate a
consumer to purchasefromonecompany rather
than another.

20
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| wasn't sure if the jeans were go-
ing to work right.So | made sure |
looked on their Web site to see
what their return policy was.And
some places allow you to return
purchases at the store—which |
think is a lot more convenient than
trying to have to ship it back. And
that’s something that | was kind of
looking for too.

—Novice Online shopper, married
female, late 20s

Asmore consumerslearnto gather and use
information collected online, they are starting
to look for specific value-added information
that requires effective channel integration on
the retailer’s end. This makes their shopping
more efficient. For example, some consumers
wanted the ability to view in-storeinventories
online in order to place products on hold. In
thisway, they could be sureit would still be at
the store when they got there.

It would be really nice if you could
go online and indicate that [you]
want to go to this particular store
location and inquire,'Do you have
this particular item in stock in
that store or not, or can you get it
there in two days? And I'll go to
the store in two days to pick it up

and not bother going now.
—Novice Online shopper, married
female, late 20s

CONCLUSION: SAVvY SHOPPERS ARE
DEVELOPING STRATEGIES FOR AN
UNINTEGRATED VWORLD

scompaniesbegintointegratetheir chan-

nelsand maketheir offeringsand pricing

consistent across channels, the question
is: How will consumers react? As consumers
adapt to new shopping channels, they seemto
likethefact that acompany’ svariouschannels
areintegrated to make hassles such as returns
easier; but they also take advantage of un-
integrated channel sso that they can usediffer-
ent price points to negotiate better deals.
Companies competing in this new landscape
must differentiate their offerings on the value
of their service or be doomed to shrinking
margins as they haggle with savvy shoppers
armed with crucial information.

Thekey challengefor retailersistolever-
age multiple channels to provide consumers
with optionsso that they can choose how they
want to interact. In this way, companies can
facilitate an easy and pleasant series of inter-
actions that allows them to build effective
one-to-one Learning Relationships. In order
to maximize the benefits of a multichannel
presence, successful retailers must develop
strategies and measurements for effectively
evaluating the impact of different mediaand
channels on sales, regardless of where the
sales transaction takes place.

The next chapter discusses some of the ad
hoc efforts by some of the nation’s leading
retailersto create cross-channel relationships.

Companies

competing in this

new landscape
must

differentiate

their offerings on

the value of their

service.
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CHAPTER 3

Tue BusiNgss Cast: THE BENEFITS OF INTEGRATION

Businesses are discovering the value of integrating their CD and in-store distribution

channels. In fact, innovative retailers that have implemented programs to enable their

distribution channels to work together are experiencing direct and immediate benefits.

They are generating online sales in addition to their in-store sales, and they are also finding

ways to use their online channels to improve their in-store turnover. In this chapter, we

present the most successful of these experiments and suggest what types of integration

are most likely to increase sales in the future.

Channel integrationwill becomeincreas-
ingly tied to the synergistic effects of dis-
paratechannel sworking seamlesdy together
to provide a platform for transactions as
well as continuous interactive communica-
tion with the customer. For this reason,
integration will provide three other impor-
tant benefitsdown the road: deepening cus-
tomer relationships, leveraging the power
of product information, and enhancing the
retailer’s brand presence. Even though the
increased sales associated with these ben-
efitsmay arrivelater thanthemoreimmedi-
ate benefits of online sales, their ultimate
impact will be at least asimportant.

IMMEDIATE IMPACTS ON REVENUE

he most immediate metric for the suc-
.|- cessof channel integrationistheability
of a unified channel to generate net
higher sales from all channels, including

online, catal ogs, and stores. Inour research,
we spoke with executives from several es-
tablished retailers who shared with us the
various approaches they employed in inte-
grating their retail channels. Inthissection,
we look at their initial successes, and we
explore their more recent activities.

Incremental Sales

Retailers can increase sales in stores, from
catalogs, and incrementally online by pre-
senting consumers with a comprehensive
array of shopping channel sthat appear seam-
less. Thetransactionsthat occur intheonline
channel consist of two types of sales: those
that are purely incremental and those that
aremerely shiftedfromthestores. Although
theremay be somebenefitsto shifting sales
from the in-store to the online channel,
those salesthat are purely incremental rep-
resent themost direct benefit totheretailer,
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The retailers
deriving the
highest
incremental sales
from their online
channels are
those that are
differentiating
their online
offerings from
those available in

their stores.

and the most obvious demonstration of the
value of channel integration. In our research,
we found severa retailers that provided evi-
dence of early successin their effortsto inte-
grate channel offerings.

Evidence

Determining which online sales are truly in-
cremental is notoriously difficult. However,
the retailers we spoke with had completed
analysesthat led them to believe that in some
casesasignificant portion of their onlinesales
were new, and that, therefore, the companies
werenot cannibalizingtheir ownin-storesales.

« A large discount department store calcu-
lated that 90% of its online business was
incremental. The company arrived at this
figure by noticing that the types of items
people bought online were not available in
stores nearby.

» A large grocery store chain estimated that
about 50% of its online business was incre-
mental. This included a combination of new
customerswho had not shopped in their stores
before and existing customerswho were mak-
ing larger orders online.

* Inarecent pressrelease, Tesco reported that
40% of its online customers did not shop at
Tesco's bricks-and-mortar outlets before go-
ingonline. Thissuggeststhat at | east 40%of its
online sales were incremental.

« A furniture retailer conducted interviews
withitscustomersand determined that 10% of
its Web sales were incremental.

Perhaps the most striking aspect of these
figuresistheir wide range, from 10% to 90%.
Thisrangeis, to some extent, afunction of the
difficulty of separatingincremental salesfrom
sales shifted from stores. But therangeisalso

indicative of the types of products being sold.
Theretailers deriving the highest incremental
salesfrom their online channels are those that
are differentiating their online offerings from
those available in their stores. This allows
themto reach new customersby selling differ-
ent types of productsin each of the channels.

Different Types of Products

Almost all of the retailers we interviewed
indicated that the size of their average order
was significantly larger online than in stores.
For exampl e, alargediscount department store
reported an average purchase of $80 online,
versus $28 in astore. A grocery store noticed
an approximately 20% higher basket pricefor
purchases made online. The company attrib-
uted some of this difference to shoppers who
stop by astorejust to pick up oneor twoitems,
atype of shopping that does not occur online.
Similarly, afurniturestorefoundthatitsonline
average purchase was about $1,700, whilethe
average in-store purchase was about $700.
Peoplewho madepurchasesinthestoretended
to buy lower-priced items like upholstery,
while online shoppers were more inclined to
buy bedroom sets and other large items.

Sales in the online channel also tend to be
incremental when retailers offer productsthat
are not sold in al of their bricks-and-mortar
outlets. The online channel is particularly ef-
fectivefor selling itemsthat have higher price
tags, higher margins, and lower volumes. For
example, a large discount retailer has been
very successful in selling high-end personal
electronics on its Web site—items it doesn’t
sell in stores. It is important to note that this
retailer does allow customers to return these
items to its stores, which removes one of the
key barriers to online purchasing.

24
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New Types of Customers:
Retail Refugees and More

Retailers are also reaching new types of cus-
tomersthroughthe onlinechannel. Anapparel
retailer said that its online customers are 10%
younger thanitsin-storecustomers. Thisanaly-
sis indicates that the online channel has at-
tracted new customers who simply prefer to
shop online.

Our online channel created a new
group of customers for us. This
group is younger, more computer
savvy, and has a somewhat higher
income level.

—Consumer product retailer

A furniture retailer referred to its online
customers as “retail refugees’—people who
have abandoned in-store shopping whenever
possible. Thisgroupincludesthosewho do not
liketo shop, thosefor whomastoreisfar away,
and those who find in-store shopping time-
consuming. (For more on the motivations of
online shoppers, see the Consumer Direct re-
port Forecasting the Consumer Direct Chan-
nel: Business Models for Success, 2000.)

The online channel has proven to benefit
establishedretailersby theincremental salesit
generates. The retailers that have been most
successful in creating direct increasesin rev-
enue through their online channels have been
thosethat havedifferentiated their onlinechan-
nelsfrom their stores. But there are additional
benefits to the online channel, too.

In-Store Sales

Retailers are also using their CD channels to
increase store sales. Many retailers have been
successful in using their online channel as
another tool to influence customers to come

into the store to make purchases. Retailersare
devising new and creative ways to use these
various mediafor advertising and promotion.

Online Coupons and Promotions

An effective way to increase in-store salesis
the use of online coupons and promotionsthat
can be redeemed in stores, for two primary
reasons.

First, these promations provide a way to
encourage retail refugees and other regular
online shoppers to visit stores. Although the
convenience of the online channel may be
preferablefor these consumers, in-store shop-
ping can often be more powerful. It allows a
fuller sensory experience for the shoppers,
such as allowing them to touch a product, try
it out, and interact with sales representatives
and other shoppers. It aso provides an envi-
ronment more amenable to trial and experi-
mentation, which consumers often find
appealing. In short, getting online shoppersto
comeinto stores provides better opportunities
for cross-selling and up-selling, andisthusan
effective way of increasing sales.

Second, online promotions are valuable
because they can be tracked easily. Weinter-
viewed an executive at a large department
store who described a promising new online
promotion the store had recently developed.
Asthe online customer isbrowsing the online
offerings, she is presented with coupons for
substitute or complementary products. The
customer can print out the coupons and re-
deem them in the store.

Retailers can measure the success of these
coupon campaigns accurately. They can tell
how many users saw the coupon, how many
clicked on the coupon, and how many printed
it out. And most important, they can determine
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have been
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using their online
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The CD

channel
represents less of
a medium for
transactions and
direct sales

than for
communication

and interaction.

how many shoppers, andwhichones, redeemed
the coupon at the store. These coupons can
also be matched with the identity of the cus-
tomer and stored in the customer record to
determine which customers are most respon-
siveto couponsand promotions. Such records
provide an important way to develop one-to-
one Learning Relationships with customers,
whichisoneof theindirect benefitsof channel
integration that we discussin the next section.
To be effective, cross-channel promotion
requires a real coordinated effort between a
retailer’s online and in-store operations (see
sidebar, “Linking the Channels,” on page 28).
Wediscuss some of the difficulties associated
with thisintegration in Chapter 4, “Integrated
Channels: Challenges and Barriers.”

INDIRECT BENEFITS OF INTEGRATION

ven though increasing CD and in-store

sales may be the ultimate objective of

integrating channels, there are interme-
diate benefitsaswell that lay thegroundwork
for higher sales in the future. Channel inte-
gration can enhance the shopping experience
for the customer inthree ways: by deepening
the company’s Learning Relationships with
customers, by educating customers about
products, and by enhancing overall brand
presence. Future effortstointegrate channels
will be increasingly tied to these types of
services, and ultimately in converting these
services to additional sales.

Deepening Learning Relationships

One of the most valuable aspects of the CD
channel isitsability to enableretailersto inter-
act with customers on aone-to-one basisand to
deliver personalized service across al chan-
nels. Inthiscase, theCD channel representsless
of a medium for transactions and direct sales

than for communication and interaction (see
Figure 3-1). The recognition of the value of
personalizationisakey driving forcethat leads
retailersto develop their online offeringsandto
integrate systems and processes between their
online and offline channels.

Facilitating Customer Contact

One of the most important aspects of channel
integration is its ability to make customer
contact easier, more relevant, and more effec-
tive. Channel integration allows retailers to
enhance customer relationships by enabling
the retailer to interact with customers at all
pointsof contact—in stores, online, and onthe
phone. We spoke to oneretailer who summed
up this advantage well:

We did research and found out
those customers who interact
with us across multichannels are
more valuable, because they buy
more, and they spend more, and
they are more loyal.

—Consumer products retailer

Truly integrated channels allow businesses
to manage the history of those interactions to
inform future communications. In this case,
customer rel ationship management (CRM) sys-
temscan bean effectiveway to collect, manage,
and analyze such data. One speciaty apparel
retailer, for example, collects e-mail addresses
in each of its channels—in its stores, on the
phone, by mail, and online. For customerswho
“opt in,” the retailer keeps them updated with
announcements of sales, promotions, and new
products. It can then track these communica
tions across channels to help manage relation-
shipsinthefuture, aswell astodeterminewhich
types of promotions are most appealing. These

26
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Figure 3-1
Innovative Retailers Leverage Online Sites to Facilitate Communication and Cross-Channel Interactions

Enables cross- Builds a
channel sales customer profile

[ L L LT N L HISER |l

A LAY L LULLARUE & LEAK

AUGUST SALE

Kejuvenate wur wardmbe willaul hreaking the Bk

find special vahms on clothes wu can wear now, el et L
A Nu'.l.' Tak[t On Fall —
evenAning s nesw, Trom easy-cae [Rhncs o [

ukihal lechmes, 8o the additea ol
gleciad shies

Expanded online
inventory supplements
store offering

Elumrpu fergon

e pa gl

bon't have s login?

click harg to Find out

abiout 3l Ehe hanatite

of Figniceg Up, Fuch af

E Customer service

&{ to support cross-channel

il shopping

i get 1hem frsl

fack To Schoal
Zand your kids back i strle
s save on Fall clofhes 1or

Exls and poys

U LIUE 55 1 ES . LT L SEHLITPIAN R s

Edgim Bauar Eicls lalidms Fraviay Haow o Sheae Dinilices:

Eddis Bausr Hams Wi this rtdar nas in Bice Tharke % Eddis fer Halp
Eddie Baugr O utlat Warmgn's gigge Wighe Ligk Ff i Feghiimig
16! -tp-hyding Eupugt Gl Zife Findgr

di i Eddis Emusr duguet VWihids Sala i er Sarsice Slgn Up for Ermad

Eddis Rausr CArgeil e R R T | Ieang & Ehakip FR Guideg Find & Stare Hear Vo
Lifgsbale Drosdyighs :
Sika Hap
Interactive Support multiple
shopping channels
tools

Source: Institute for the Future; www.eddiebauer.com.

INsTITUTE FOR THE FuTURE/ PEpPERS AND RoGERS GROUP 27



(Chapter 3

The Business (ase: The Benefits of Infegration

Linking the Channels

e saw one of the most successful examples of cross-channel selling at an apparel
retailer. This retailer used an integrated promotional strategy involving e-mail,
catalogs, and stores to increase sales.

The retailer derives a significant amount of its sales from the seasonal catalogs it sends
out several times a year. A few days before its catalog mailing, the retailer sends an e-mail
to its customers announcing that the catalog will arrive in a few days (the retailer collects
e-mail addresses via phone, e-mail, mail, and in stores). This retailer has found that these
e-mails raise catalog sales significantly. Furthermore, the company has found that the
catalog mailings coincide with significantly higher store traffic in the days after a mailing.
This effort represents a multiple-channel promotion strategy that has proven very effective
in raising sales across channels.

Figure 3-2
Cross-Channel Promotion Success
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to registered to all customers
customer
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catalog
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Phone orders increase
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Source: Institute for the Future and Peppers and Rogers Group

Store traffic increases,
store sales increase
(Days 4-7)
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communications provide a way to maintain
contact with each customer and to deepen these
relationships.

We do practice one-to-one mar-
keting. When customers register
with us, we maintain a profile of
the customer. If we know that a
customer always buys women’s
clothing, we might send them an
e-mail advising them of our new
women’s collection.

—Apparel retailer

Bundling Service with Products

One of the benefits of integrating channelsto
deepen Learning Relationships is that it en-
ablesretailersto sell servicesthat complement
the products customers have bought recently.
For example, one consumer electronics re-
tailer collects phone and e-mail information
when customers make purchases in a store.
This retailer found that customers who pur-
chase satellite televisions almost always de-
cline the store's installation service. But the
storeknowsthat theinstallationisdifficult, so
it uses the information it has collected in the
customer’ sprofiletosendane-mail ortomake
acall to the customer acouple of days|ater to
sell the service. This retailer found that the
customer ismuch morereceptivetotheservice
at that time.

Focusing on Retention

One important implication of this strategy is
that among established retailers, marketing
effortsshift away from attracting new custom-
ers and toward retaining and maximizing the
value of existing customers. Because selling

an additional item to an existing customer
costsonly aquarter toathird of what it coststo
acquire a new customer, relationship-based
transactions hold the promise of being very
lucrative. Mgjor retailers, especially thosethat
cater to a higher-income clientele, are realiz-
ing some of these benefits already.

We view marketing more as a re-
tention and customer service tool
rather than as a new customer
acquisition tool.

—Large department store

(For more detail on the value of the CD
channel in devel oping relationships with cus-
tomers, see the Consumer Direct report Per-
sonalization: Managing Opportunity and Risk
in the Consumer Direct Channel, 2001.)

Disseminating Product Information

Another key functionchannel integrationbrings
toretailersisthe ability to disseminate product
information to the customer more effectively.
Retailers are finding that customers who have
researched products and gathered information
tend to bemuch morelikely to make purchases.
By serving asthe provider of that information,
retail ershopetoinfluenceconsumersto buy the
products from them as well.

A recent University of Illinois study that
looked at the impact of information gathering
on sales across channels supports this view.
Researcherstherefoundthat, for fivedifferent
product categories, information gathering in
onechannel leadstoincreasesin salesin other
channels. They foundthestrongest cross-chan-
nel correlationsbetweeninformation searches
that occurred online and purchases that oc-
curred in bricks-and-mortar stores.

Because selling
an additional item
to an existing
customer costs
only a quarter to a
third of what it
costs to acquire a
new customer,
relationship-based
transactions hold
the promise of
being very

lucrative.
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Customers who
were actively
gathering
information on
products tended
to buy more

overall—both

Influencing Sales with Information

Retailers have used the wealth of consumer
behavior data the CD channel generates to
establishaclear link betweeninformation gath-
ering and purchasing. We spoke with several
retailersthat provided uswith evidence of the
link between product researchersand purchas-
ers. Severa respondents indicated that those
customers who were actively gathering infor-
mation on products tended to buy more over-
all—both online and offline.

they typically say,'No, we are just
looking. Statistically, a customer
who did research online is three
times more likely to buy.
—Furniture retailer

Another company we talked with men-
tioned that online information is even more
important for retailers that are able to offer
only low-level customer serviceintheir stores.
Providing theinformation the customer needs

online and before he getsto the store enablestheseretail -
i ) ) ers to sell the more high-end products that
oTfiine. There _'S a higher rate of clolsure of would normally require trained salespeople.
sale with customers who first do
research online. The Web site pro- The primary goal [of the online
vides them with the opportunity to channel] was to sell, but as it turns
not otherwise get in the store. accumulate information and then
—<Consumer electronics retailer buy in person.
—Discount department store
Informed customers do tend to The clear establishment of this link be-
buy more than those who did not tween information-searching behavior and
because we do test groups. The influencing retailers to invest in integrating
rate varies anywhere from 2% to their online, catalog, and in-store channels.
50% more.
—Large apparel retailer Llnklng Information Gathering
to Purchasing
Those [customers] who looked at The second half of the challenge, then, after
information online have a 20% prowd.l ng consumerswiththeinformationthey
higher basket price. want, isto encourggethem to m_ake purc_hases
. from the sameretailer who provided theinfor-
—Grocery retailer .
mation. Our focus groups revealed how so-
phisticated consumers are in gathering
Those [consumers] who search information. They are also adept at using mul-
for information online are much tiple sources. Our surveys revealed that they
more likely to buy, because they consult, onaverage, four tofivetypesof infor-
are ‘presold.” Customers in stores mation, such as direct mail, print ads, sales
have their defenses.When a sales- representatives, and stores, to make major
person asks them if they need help, purchasing decisions. So, merely providing
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information is not sufficient to influence cus-
tomers to make purchases in the same place.

Our focus groups revealed that while con-
sumers are adept at gathering information,
they also value convenience highly. Deliver-
ing this convenience at the same time as pro-
viding relevant information is the necessary
trigger to shift theconsumer fromtheinforma-
tion-gathering mode to the purchasing mode.

Amazon.com demonstrated a successful
single-channel effort at making purchaseseasy
by presenting returning customerswitha“ one-
click” option to purchase while they are look-
ing at reviews of books and CDs.

Channel integration can bring a new level
of convenience to the information-gathering
experience. Retailers need to present a com-
prehensive multichannel offering to consum-
ers as they are researching and digesting
information. Retailers can leverage the power
of their multichannel offerings by presenting
themasaseamlessarray of choicesthat trigger
the convenience-seeking instinct of the con-
sumer. For example, an in-store coupon that
appears on a Web site as customers research
product information provides atrigger for the
in-store shopper to make a purchase. Encour-
aging shoppers to research online and then
come in to the store to make purchases has
proven successful for one company that we
interviewed.

Twenty percent of our customers
go online to do research and then
buy in-store.

—Consumer electronics retailer

Consumers have shown a strong tendency
to use increasing amounts of information to
informtheir purchasing decisions. By deliver-
ing both quality information and convenient
ways for the consumers to make purchases,

retailers can attract a greater number of high-
potential consumersand convert ahigher per-
centage of them into actual buyers. Retailers
can retain these attractive customers by offer-
ing them a wealth of information-gathering
aternatives and convenient ways for them to
make the purchases.

Enhancing Brand Presence

Retailersthat integratetheir distribution chan-
nels generate a third type of value. Channel
integration represents apowerful way to com-
municate to consumers that the direct and in-
store channels are all part of one full-service
retail brand. In effect, the “store” becomes
bigger in the eyes of the consumer—encom-
passing catalogs, Web sites, and bricks-and-
mortar buildings—andthebrand appearsmore
powerful. Such integration tells consumers
that the brand offers an array of choices. And
variety will become even more important in
the future as consumers demonstrate their in-
creasing diversity of tastes and styles.

The key to bringing more value to the
retailer’s brand is not only in combining the
disparatechannel stogether intoasinglebrand.
There is synergistic value that comes from
making the channels run smoothly together—
the whole becomes bigger than the sum of the
parts. A retail brand that promisesoptionsand
choicesthat work together deliversadded con-
venience to the consumer. Our focus groups
revealed that consumers are quite diverse in
theway they use channels. Shopping involves
complex patterns of interaction that have po-
tential customerstouching three or four chan-
nelsof asingleretailerintheprocessof making
a single purchase. It is thus crucia for the
retailer to enable the consumer to bounce
around theretailer’ s channels without getting
stuck. This requires channelsto be integrated

Channel

integration can
bring a new
level of

convenience to

the information-

gathering

experience.
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to the point that moving among them is a
seamless experience for the consumer.

Indeed, several of the executives we spoke
with in the course of our research saw the
concept of channel integration in thislonger-
term context. They viewed channel integra-
tion asaway to achievelonger-term, strategic
goals and to enhance the retailer’ s brand eg-
uity. They used phrases such as “carry the
message of the brand,” “overall product mes-
sage,” and “long-terminvestment” to describe
this function.

FUTURE INTEGRATION BENEFITS

0 consumers and businesses, the value of
.|- aretail experience that happens smoothly

across severa channelsis not difficult to
see. The future opportunity lies in executing
this vision and in making it happen in away
that looks and feel s seaml ess to the consumer.
This will enable established retailers’ strong
brands to generate incremental sales in their
CD channels. By creatively integrating the
electronic mediainto advertising and promo-
tions, retailers can increase turnover in their
bricks-and-mortar outlets as well.

The full promise of channel integration
may take longer to arrive. But as retailers
harnessthe power of the new mediato deliver
inexpensive but valuable services to the con-
sumer, new revenueopportunitieswill emerge.
By using the CD channelsto deepen Learning
Relationships with customers and to provide
them with information, retailers are poised to
increaserevenuesfurther. Thereal payoff will
come when retailers find ways to improve
profitability through these relationships.

One of thelonger-term waysthis may hap-
pen isfor retailersto form alliances and part-
nerships with suppliers, and possibly even
with other retailers, to provide customerswith
even higher value-added information-based
services while staying within the bounds of
consumer privacy concerns.

Making this happen, however, will not be
easy. There are obstacles both organization-
ally and technologically that will make bring-
ingthisvisiontoreality achallenge, aswewill
seein the next chapter.

31
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INTEGRATED CHANNELS: CHALLENGES AND BARRIERS

Although an integrated multichannel shopping experience brings significant benefits to

both retailers and consumers, creating this experience will be neither inexpensive nor easy.

Our research indicates that even the most innovative retailers face an array of barriers that

will present a number of challenges along the way.

These barriers fall into two major categories. The first occurs in retail businesses

themselves, and has to do with the way their organizations are structured. The second is

a technology barrier, and involves the integration of information and communication

systems across the whole company.

OVERCOMING ORGANIZATIONAL
BARRIERS

ntegrating sales and distribution chan-

nelsinto asingle, comprehensive multi-

channel offering conflicts with the
hierarchies, divisions, andincentivemecha-
nisms of most companies.

Retail Channels Acting as
Independent Units
A magjor driver of thisconflict istheway the
various arms of aretail company are orga
nized, managed, and rewarded. Most com-
panies use the carrot-and-stick approach of
internal competition, independent budgets,
and profit-and-loss centers to motivate each
salesarm. A division—for example, agroup
of storesinaregion—that meetsor surpasses
itssalestargetsrecel vesbonusesand agreater
share of investment and company resources

thenext year. Naturally, each divisionhasan
incentive to maximize its sales.

The advantage of this system is that, by
dividing the firm into smaller pieces, the
rewardsaremoreclosely correlated with the
decisions and performance of individuals
and smaller teams. Thisstructuregiveseach
individual astronger incentiveto contribute.
A structurethat rewardsthe whole company
a once might encourage individual sto con-
tributelessandtoenjoy therewardsas* free-
riders.” Although some firms have found
waysto encourage and reward cross-depart-
mental efforts, we have seen little evidence
to indicate that these work.

Channel integration does not function
well inthistypeof structure, asthereislittle
incentive for one channel to pass on con-
sumers (and their potential revenue) to an-
other channel, even though the consumers
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would be better served. Each channel wantsto
retainthese consumersfor itself and find ways
to generatethemost salesfrom them. Assome
respondents we interviewed put it:

We treat our online media as a
separate entity,and they have their
own marketing budget.

—Consumer electronics retailer

Our different channels are not re-
ally integrated. We have different
brands and marketing programs
[for each channel] that make them
very hard to integrate.

—Department store

Fear of Cannibalization

This conflict among channels became very
apparent when traditional retailers launched
onlineversionsof their stores. Asonlinesales
grew in the late 1990s, store managers began
to fret about “cannibalization” —the idea that
the online channel was merely shifting sales
fromtraditional retail environmentsinstead of
generating itsown. M anagerswhose compen-
sation was based on the profitability of their
store saw the online channel as athreat.

As we discussed in the previous chapter,
however, quite abit of evidence suggeststhat
cannibalization does not actually occur, since
consumers are more likely to use the online
channel to support offline purchases rather
than the other way around. This unfounded
conflict was exacerbated by the market condi-
tions at the time. In the second half of the
1990s, the equity marketswerevaluingonline
businesses at a much higher multiple than
traditional retail businesses. For example, in
mid-1999 the stock of Wal-Mart, theworld's

leadingretailer, wastrading at amultipleof 1.4
times sales, while Amazon, theleading online
retailer, wastrading at 11 times sales. To take
advantage of thesehigh multiples, largeretail-
ers set up their online sales channels as inde-
pendent subsidiaries they eventually planned
to spin off as independent, publicly traded
entities. They would have been foolish not to.

WalMart.com and Bluelight.com, the
online arm of Kmart, were set up this way
(seesidebar, “Back intothe Fold”). Thistype
of relationship, and the desire to hit the jack-
pot, made the online entities of these stores
moreindependent than they otherwisewould
havebeen. For thisreason, the organizational
challengesof channel integration becameeven
more difficult.

Theexperiencesof largeretailerslikeWal -
Martand Kmart, asthey reintegratetheir online
businessesinto their regular retail operations,
are illuminating. These companies are focus-
ing ontheinternal impacts of theintegrations.
That Kmart also replaced its online channel
staff with merchandising and marketing staff
from its regular operations indicates where it
seesthevalueof theonlinechannel—notinthe
PO market, but rather in integration with its
existing business.

Marketing Versus Sales,
Versus Customer Service

Similartotheway that aretailer’ svarioussales
channels might find themselves in conflict, a
company’s departments often operate inde-
pendently and are thus often in conflict as
well—if not directly, at least indirectly. For
example, the marketing, sales, and customer
service functions often operate in a business
silowiththeir own processesand databases. In
this context, the conflict between functionsis
not so much over who makes the sales, but

34
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Back into the fold

luelight.com, the online wing of discount depart-
ment store Kmart, was established in December
1999 (see Figure 4-1). Although majority-owned
by Kmart, the business was spun off as a separate entity
and partially funded by minority investors, including
venture capitalists. The company was established in San
Francisco, far away from company headquarters in
Troy, Michigan, and closer to high-tech talent and the
venture capital community. The intention was to take
Bluelight public as its own company. Kmart’s strategy
was especially bold, as it not only separated its business
but also introduced a new retail brand, “Bluelight,”
based on its “blue-light special,” the well-known in-
store promotion that had recently been revived.
InJuly 2001, Kmart announced that it was buying out
the minority owners and taking full control of Bluelight.
Eventually, the online operation will likely be moved

back to company headquarters in Michigan, as it be-
comes more integrated into the corporate structure.

Similarly, Wal-Mart launched its online business,
WalMart.com, in January 2000, as an independent
entity with venture capitalists as minority investors. It
also announced in July 2001 that it would take over full
ownership of its online services and begin integrating
them into its core business. Wal-Mart said it was doing
this “to help establish the deepest integration possible
between its online and offline programs.”

These significant changes are in part the result of a
changing equity market for stand-alone online retailers.
Market conditions suggest that the full value of these
online operations will only be realized as they are
integrated into the normal operations of large retailers.
These companies are betting that the benefits of such
efforts outweigh the costs of reorganizing, relocating,
and rebranding.

Figure 4-1

Kmart and Wal-Mart Move to Integrate Their Once Independent Online Businesses
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rather who owns the customer relationship;
that is, who controls the flow of messages,
communications, and interactions with that
customer. The key conflict here is over the
customer touch-points and the data collected
from them.

These types of conflicts get to the core of
how to value the various channels: as a plat-
form for marketing, as the touch-point for
customer feedback and enterprise learning, or
as a transaction point. As we have demon-
strated throughout this report, each CD chan-
nel actsasall three, asdoesthe physical store.
Because the structure of most organizations
puts these functions in conflict, they must
develop anew way of rewarding departments
for the cross-channel sales and other coopera-
tive venturesthey havethe potential to create.

Presenting a Single Face to the
Customer

Theseorganizational conflictsreveal notonly
internal inefficiencies but external ones as
well. Retailerswhose channel sand functions
till are not integrated have a difficult time
presenting themselvesto customersasasingle
full-serviceentity (seeFigure4—2). Thefrag-
mentation of the Bluelight.com brand repre-
sentsan extreme example. But saleschannels
that are unaware of previous contacts by a
customer with other parts of the enterprise
reveal fragmentation as well. A customer
who goes to a store to return an item she
purchased onlineand istold she needsto mail
it back to the company’ s distribution system
experiences this fragmentation—and the re-

Figure 4-2
Organizing Around a Single Brand
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sulting frustration—firsthand. One retailer Thiscomment isrevealing becauseit high-
weinterviewed acknowledged theimportance lights the need to enable customers to have
of an integrated approach: easier and moreinteraction withtheretailer as

awhole. (Weexplorethisneed for interaction
inmoredetail in Chapter 5, “ Rethinking Chan-
nel Metrics.”) Better organizational structures,
aswell asintegrated information systems, are
required to present the consumer with asingle
brand offeringafull rangeof optionsthat work
seamlessly together (see Figure 4-3 and
sidebar, “Early Success Stories’).

Our online organization operates
independently of our stores, and
they have their own marketing
funds. But, over time, we learned
that for some functions it makes
sense to combine efforts and cre-
ate greater interaction.
—Consumer products retailer

Figure 4-3
Organizing for the Consumer

Store Online Catalog

1 1 1
| | 1 | | | 1
Sales  Marketing Customer Sales Marketing Customer Sales Marketing Customer
service service service

/?l )

New

Sales <«—— > Marketing <«———> Customer service
| | | | | | | | |

Stores Online Catalog  Stores Online Catalog Stores Online Catalog

Source: Institute for the Future and Peppers and Rogers Group

INsTITUTE FOR THE FuTURE/ PEpPERS AND RoGERS GROUP 37



Chapter 4

Integrated Channels: Challenges and Barriers

Early Success Stories

everal leading retailers have begun to

overcome organizational barriersand are

having some success with a more inte-
grated channel strategy.

Grocery Stores

Both Safeway and Albertson’s are taking this
more integrated approach as they reinvest in
their own online channels for groceries. Hav-
ing learned lessons from the failures of their
pure-play rivals like Webvan and Streamline,
as well as from the success of Tesco in the
United Kingdom, these large chains are build-
ing their online channels by leveraging their
existing competencies—well-known brands,
neighborhood locations, and negotiating power
with suppliers.

Tesco, a grocery retailer in the United
Kingdom, has been the most successful online
grocery retailer by far. It receives 70,000 or-
ders per week, generating nearly half a billion
dollars annually in online sales while making an
undisclosed profit. Tesco was the pioneer in
integrating distribution. Its breakthrough was

to use its existing retail stores as distribution
centers rather than the large central ware-
houses other companies relied on.

In June, Safeway and Tesco agreed to a
partnership for online grocery delivery in the
United States. They will become joint inves-
tors in GroceryWorks.com, Safeway’s online
spin-off. Upon announcing the deal, the part-
ners immediately shut down the Grocery-
Works Web site, because their plan is to
abandon the GroceryWorks brand and re-
launch the site under the Safeway brand. Fully
acknowledging the success of Tesco’s inte-
grated strategy, the new unit will deliver
groceries from stores rather than central
warehouses. Safeway will also use Tesco’s in-
store fulfillment technology, which consists of
a large shopping cart divided into six sections
with a small wireless screen that displays each
customer’s order. In a further sign of integra-
tion, Safeway will record income from the
venture as revenue on its own income state-
ment rather than as investment income.
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In a similar effort, Albertson’s has been
using some of its retail stores as distribution
centersin key test markets. Albertson’sisalso
experimenting by empowering its workers
with the technology they need to provide fast
service. Stockroom clerks have wireless de-
vices that display the details of an order. Using
this device, the clerks then go through the
store putting items into a large grocery cart.
In this manner, an average $100 order can be
filled in 20 to 30 minutes.

Best Buy
Consumer electronics retailer Best Buy has
reorganized its corporate structure to better
integrate its channels and to present a single
face to its customers. Best Buy used to be set
up like a typical retailer, with marketing, pro-
curement, inventory, and operations as inde-
pendent departments. Acknowledging the
difficulty of integrating channels in such an
environment, the company has reorganized
along product lines rather than functions. Best

Buy has set up cross-departmental teams to
work on each product line—for example, a
team for camcorders, another for televisions,
and still another for vacuum cleaners. Each
team consists of buyers, marketers, and op-
erations managers who work together on a
daily basis and share data and ideas from each
of their functions to manage that product line.
This restructuring has allowed Best Buy to
more fully leverage its investments in informa-
tion technology. Over the period of this reor-
ganization, the company has doubled its
inventory turns from four times a year five
years ago to eight today.

These large retailers are going to consider-
able expense to integrate their various chan-
nels. And they are doing it on a variety of
levels—they are integrating their brands, their
operations, and their finances. Although there
is much more to be done to present a single
face to customers, these retailers are leading
the way.
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In most
companies,
customer data
resides only in
the channel in
which it was first

captured.

INTEGRATING INFORMATION SYSTEMS

he myriad information systems that have

enabledretail erstoreduceinventoriesand

become more efficient playersin the in-
formation economy of the 1990s present a
second category of obstacles to channel inte-
gration. Asretailers attempt to integrate their
communications and distribution channels,
they have to integrate their information sys-
temsaswell.

Integrating information systems is not an
insurmountablebarrier. However, our research
indicatesthat compani esshould not underesti-
matetheexpense, difficulty, andtimeinvolved
in creating the links that allow data to flow
quickly throughout theretailer’ s channelsand
supporting operations. Furthermore, the eco-
nomic climatemay continueto put pressureon
retailerstorealizereturnsoninformationtech-
nology investments much more quickly than
in the past, putting added pressure on getting
this type of integration right technologically
and strategically.

Understanding That Customer
Interaction Heightens the Need for
Integration

Integrating channels both enables better ser-
vice and introduces new challenges. Once
consumers are told channels are integrated,
they come to expect to be able to perform all
sorts of interactive activities from any chan-
nel—gatheringinformation, making purchases,
and getting support and service. The potential
benefit to retailers of offering this type of
seamless technology is enormous, as awhole
new range of interactions becomes possible.
However, an endeavor like this is tremen-

dously complex. To fully realizeits potential,
retailersneed to manage the complexity while
at the same time making it appear easy and
invisible to their customers.

Combining Information from
Several Databases

Thebasic challengewith systemintegrationis
getting acollection of disparate databases and
applications, whichmay bedistributed through-
out the organization, to exchange information
quickly and easily, in standardized formats.
One business we interviewed summed up this
difficulty well:

\We are not integrated. Our stores
[each] have different databases and
our online channel has another
one.This goes back to our history,
[it’s] not by choice.

—Furniture retailer

Even though this respondent was referring to
his own business, this explanation could be
applied to awide variety of companies strug-
gling to integrate information systems across
various channels. In most companies, cus-
tomer dataresidesonly inthechannel inwhich
it was first captured.

The complexity of integrating the data-
basesthat storeand processinformation about
their customers represents the most important
barrier to integrating channels. In most cases,
each customer channel is supported by an
independent set of databases. Although que-
ries can be written to compare information in
one database with that in another, these are
typicaly performed on an ad hoc basis to
answer only specific questions. Real-time in-
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formation sharing acrossdatabasesisnot yet a
reality for most large companies. However,
moresophisticated consumersareincreasingly
demanding access to detailed information
quickly across multiple channels.

New technologies, such asmobiledevices,
put even more demands on aretailer’s infor-
mation flows. More often now, consumersare
using mobile devices as part of the shopping
experience. Retail employees are also using
them to keep track of inventory and to provide
better customer service. (For more on these
devices, seethe Consumer Direct report Next-
Generation Consumer Direct: The Evolution
of Mobile Commerce, 2001.)

To solve some of these problems, large
systemsintegratorssuch as SAPand Oracleare
using enterprise resource planning (ERP) soft-
ware as the foundation upon which all the
existing legacy systemswithin a company can
be integrated. These systems standardize the
data streams within a company so they can be
sharedanddistributed quickly, easily, and auto-
matically. These systems are not inexpensive,
and implementing them is a significant en-
deavor that takes several months and involves
amost all parts of the organization. But right
now—and for the foreseeable future—ERP
systemsrepresent thebest way for businessesto
integrate their legacy systems and to make full
use of the oceans of data they have collected.

Realizing That Inventory
Knowledge Is Critical

Among the biggest information systemschal -
lenges for retailers is getting a handle on in-
ventory. Indeed, getting inventory levelsright
is a key to the profitability of any retailer.
Perhapsevenmorecritical istheimportanceof

inventory totheconsumer. Consumersneedto
be able to trust that the retailer will have the
desireditemsinstock. Failuretodo sokillsthe
possibility of asaleandjeopardizestheretailer’'s
future relationship with that consumer.

Getting inventory right in a given store is
difficult enough. Electronic data interchange
(EDI) systemsthat link with wholesalershave
helped retailers keep products in stock while
reducing the amount of surplus inventory in
the store at any given time. However, the
increasing complexity of the shopping pro-
cess, coupled with the growing tendency of
consumers to shop across channels, has put
further demands on the flow of inventory in-
formation. Now, inventory information needs
to come from more places, and travel to more
places. And it needs to do it faster—in most
cases, instantaneously.

Oneof themost difficult tasksin providing
real-timeinventory information to consumers
and enabling them to make a purchase is let-
ting them know whether or not an item isin
stock. Whereas online channels query the in-
ventory databases at their fulfillment centers,
checking inventory availability within stores
isusually more of amanual than an electronic
process. And even for those stores that main-
tain an electronic record of inventory, keeping
that record updated in real time means that
point-of-sale systems need to communicate
continuoudly with receiving and stockroom
systems. Beyond thesein-storeissues, thereal
difficulty is in providing inventory informa-
tion across channels—for example, when an
online consumer wantsto check the availabil-
ity of productsin aparticular store.

Several of the retailers we spoke with—
which have more advanced channel integra-

Inventory
information
needs to come
from more
places, and travel
to more places.
And it needs to
do it faster—in
most cases,

instantaneously.
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tion—acknowledged the difficulty of getting

. inventory right.
Retallers are yng

making efforts to Our channels are not as integrated
link the profiles as we want. Right now we do not
feel that our inventory is accurate.

customers create

—Consumer electronics retailer

through online

transactions with

Our channels are not very inte-
the purchase grated, but we are very focused on
histories they that. Customers are not able to
view store-specific inventory
online. However, customers can
use one of 3,500 [in-store] kiosks
to view our online inventory.

create through

in-store sales.

—Discount department store

Currently, customers are not able
to search for specific inventory of
stores because our point-of-sales
systems in stores are not inte-
grated.We have tested an in-store
kiosk, and we are looking at the
results. Capturing orders in-store
is an attractive proposition for us.

—Consumer products retailer

Customers can access our Web
site from our stores, but not the
other way around.

—Office supply retailer

The inventory challenge affects returns as
well. As consumers come more and more to
expect to be able to go to a store to return or
exchange goods they bought online, retailers
need to be able to accept these items, process
them, and quickly add them to the store's

inventory.

Combining Data with Customer
Relationship Management Software

CRM systemsprovidethetechnol ogical foun-
dation upon which customer history can be
tracked, consolidated, and managed. The best
of these systems help retailers provide their
customerswith apositiveand continuousrela-
tionship across channels. They are not, how-
ever, stand-al onesystems. They requireserious
integration, both with ERP systems and exist-
ing legacy systems.

The retailers we interviewed have been
somewhat more successful in linking their
customer databases than they have been in
integrating their inventory information. They
are making effortsto link the profiles custom-
erscreatethrough onlinetransactionswith the
purchasehistoriesthey createthroughin-store
sales. Retailers use several identifiersto link
these records, including credit card numbers,
loyalty card numbers, and e-mail addresses.
Still, the quantity of information and the in-
consistencies involved in consolidating this
dataremain a challenge. Several respondents
mentioned using external CRM software, as
well as strategic advice and planning from
outside consultants, to do this.

These systems provide a crucial link to
enabling the interaction-based, one-to-one
shopping experiencethat will providethegreat-
est opportunities for retailers in the future.
They aso provide an important systems inte-
gration challenge.

Gaining Insight from Database
Intelligence

Integrating information systems and sharing
data are crucia functions, but not in and of
themselves. Rather, to fully make use of this
datarequiresnot only exchangingit quickly but
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also deriving knowledge, insights, and intelli-
gencefromit. Thisrequirescompaniesto make
full use of data-mining tools. Relationa data-
bases, online analytical processing (OLAP),
and multidimensional databases need to be ap-
plied to a much wider and richer dataset. In-
sghtsfromthistypeof analysiswill helpretailers
design future channel strategies, cross-channel
promations, and, crucially, communications at
theleve of theindividual consumer.

Linking to the Supply Chain

Integrating these systemsis not limited to the
retailer alone. The full value of integration
comeswhen channelsare not only seamlessly
linked to each other but to other playersinthe
supply chain aswell.

As the supply chain becomes increasingly
web-like and infused with relationships, the
demandsfor rea -timedatawill increasesignifi-
cantly. Inventory levels need to be linked with
wholesalers so that the consumer, who may
initiate a purchase from any channel, does not
encounter an “out of stock” experience. Com-
bined, theincreasing sophistication of the con-
sumer and the increasing premium consumers
place on convenience suggest that this sort of
experience will not be tolerated for long.

Meeting this challenge will require cross-
channel inventory data to flow from retailers
to wholesalers and logistics companies, and
back. As products become increasingly per-
sonalized, brand manufacturers will become
involved inthisinformation exchangeaswell.
Internal integration isjust the beginning. Itis
an essential basis on which the future of the
linked supply chainwill rest. (For moreonthe
evolution of the supply chain, see the Con-
sumer Direct report Supply Chain Responses
in a Consumer-Centric Marketplace, 2001.)

Knowing the Impact of Technology on
Space and Design

Jeffrey Huang of theHarvard Graduate School
of Designbelievesthat theintegration of chan-
nels necessitates another type of reorganiza-
tion. Companies need to rethink the way they
use space to provide a seamless, interactive
experiencefor thecustomer. Inarecent article,
he wrote, “By designing structures that meld
the physical and thevirtual, companieswill be
ableto strengthentheir rel ationshipswith cus-
tomersand employeesand foster loyal, enjoy-
able and humane communities.”

Huang describesthisas* convergent archi-
tecture.” A retailer mentioned in one of our
interviews seemsto agree on the need to rede-
sign the in-store space:

Our focus on new technology is
in the IT and channel integration
areas.We plan to have our differ-
ent channels integrated in a seam-
less way. We plan to expand our
kiosks. It's a way to leverage the
retail space better.

—Discount department store

ConNcLusioN: ToWARD
CRrRoss-CHANNEL METRICS

ur research suggeststhat the challenges

posed by conflicting organizational

structures and disparate information
systems are intertwined. Since the driver un-
derlying theintegration of both istheincreas-
ingimportanceof havinginformationavailable
instantly at any point in the organization, the
systems need to be in place to allow informa-
tion to flow easily, pervasively, and quickly.
But the departments and people in the organi-

Companies

need to rethink

the way they use

space to provide

a seamless,
interactive
experience for

the customer.
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zation need to be willing—or perhaps even
encouraged with incentives—to share thisin-
formation. Thetechnology systemsare neces-
sary but not sufficient to provide customers

with aseamless and interactive cross-channel
experience. Themetricswediscussinthenext
chapter may shed some light on how these
incentives might best be structured.
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With the growth of CD channels, measuring the effectiveness of each step in the

shopping experience has become both more precise and more complicated. The wealth

of data CD channels generate allows retailers to track customers and to evaluate points

of contact at an unprecedented level of detail. However, as we have discussed throughout

this report, these same channels are making the shopping experience more complex, and

thus more difficult to understand.

Although companies are using the data
to quantify theimpactsof channel expendi-
tures on sales, these traditional techniques
are limited—they underestimate the com-
plexity of the customer’ s shopping experi-
enceacrossall thechannels. Inthischapter,
we suggest ways to break down this com-
plex process and focus on appropriate
metrics for calculating return on invest-
ment (ROI) across multiple channels.

The goal isto set up away of thinking
about investments that truly measures the
long-termfinancial performanceof thefirm
across al its customer touch-points and
enlightens strategic decisions. To thisend,
in the first half of the chapter, we discuss
how companies that have made efforts to
integrate their various distribution chan-
nels are measuring their returns. In the
second half, we explore alternative metrics
businesses can use to measure the effec-
tiveness of their channels. Such metricsare

built on the notion that companies can do
better inthelong run by understanding how
their customers use information and com-
munications in different channels to shop
for goods and services. Under thisrubric, a
company’s (or a division’s) success isn't
measured simply in dollars and cents, but
rather in how well it builds a one-to-one
L earning Relationship with customers that
will bring revenue to the company for a
long time to come.

MEASURING THE IMPACT OF THE
ONLINE CHANNEL

he rapid expansion of the CD market,

especialy the growth of e-commerce,

has raised critical issues about how to
measurerates of ROI. Thedifficulty liesin
thefact that, for most firms, an Internet site
is a brand-new investment built entirely
fromscratch. There' sno precedent for mea-
suring this type of investment.
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Correlating Spending and Success

In their most basic form, the costs of anewly
established Web site can be broken out by
traditional measures: development (the cost
of designing, building, and maintaining a
new shopping site); advertising (the cost of
targeted ads that encourage people to visit a
Web site); shopping (the cost of maintaining
acurrent list of availableitemsthat userscan
search for); transactions (the cost of receiv-
ing and processing payments); fulfillment
(the cost of delivering the goods to the con-
sumer); and service (the costs of returns,
queries, and complaints).

Early on, the measurement of the relation-
ship between spending and thesuccessof asite
seemed straightforward—companies spent
money to drive people to the site. The effec-
tiveness of advertising was reflected directly
inthenumber of visitors. Thesitevisitorswere
easy tocount and responded directly tochanges
in advertising. Furthermore, any transactions
that took place at that site could be traced
directly back to the number of visitors. Thus,
advertising or communicationdollarsspent on
Web sites, as well as those spent on the mass
media, seemed to have a direct impact on
Web-based sales (see Figure 5-1).

Tracking Visitors,
Not Just Counting Them

Once they measured these costs and visitor
“hits,” companies soon learned that numbers
alone told them little about the quality of the
hits—the likelihood that a hit would turn into
a customer. So they expanded their focus to
identify who was visiting these sites and what
they didwhilethey werethere. They used their
Web server logs to identify such factors as
patterns of use, wherevisitors camefrom, and
how long they stayed. M easures such as page
views, minutes per session, and unique Visi-
tors now serve as important indicators of
successful marketing campaigns. They stand
alongside traditional media measures such as
ratingsand sharesfor television programming
and radio timedlots, circulation of amagazine
or newspaper, reach, frequency, and gross
ratings points(GRPs, the percentage of people
who have seen a message, multiplied by the
averagenumber of timeseach of them hasseen
it). (see sidebar, “Do Y ou Really Know Who
Y our Customers Are?’)

Holding Steady in the Early Stage

Most companies are in this early stage of
evaluating their onlinechannels. In June 2001,

Figure 5-1

A Simple Model for Measuring Return on Web Communications/Advertising Investment
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Source: Institute for the Future and Peppers and Rogers Group

Sales

=
Web sites

46

INsTITuTE £OR THE FuTURE/ PEppERS AND RoGERS GROUP



Chapter 5
Rethinking Channel Metrics

Do You Really Know Who Your Customers Are?

ompanies use a wide variety of tools to track

their customers. Indeed, most companies are

inundated with data about their customers, but
few are able to derive meaningful insights from the
data. For example, there is currently a great deal of
controversy about how to track Web site visitors.
Two main instruments are generally accepted, each of
which has its limitations:

* Panels and surveys. These are large enumeration
studies that track total use of the Internet by age,
occupation, and income, by asking the users how they
utilize the Web. The advantage of this type of survey
is that the retailers get a rich dataset with robust
explanations of behaviors that may help them rede-
sign the online shopping experience. They can get a
sense of what users do on a site, how much time they
spend there, where they come from, and where they
go afterward. The disadvantage of this type of survey
is that it is a statistically small sample when broken
down by age and geography.

« Server logs and cookies. Server logs use the domain
fromwhich a particular user enters the site to identify
the user and to build a history. This tracking method
has a negative effect in that multiple users from the
same domain are aggregated. The second method
uses a cookie file installed by a Web site on a user’s
computer. With this cookie, the Web site can track
when users return to the site and can build a history

for that cookie. The disadvantage of this method is
thatitis difficult to attach demographic information to
that user, and some users consider cookies an inva-
sion of privacy.

Companies can track catalog users by “source
codes” and “customer numbers.” By asking custom-
ers to reference the code printed on their catalog
when they place their order, the company can gather
information on which catalog triggered the order,
how long after the mailing date the order was placed,
and how that product’s placement within the catalog
affected the sale.

Similarly, companies can track store customers
using loyalty cards or credit card numbers. By creating
incentives for customers to use these cards, stores are
able to collect data on an individual customer’s pur-
chasing patterns, preferences, and needs, as well as the
effectiveness of different promotions.

While it is clear that many companies are sophis-
ticated in their methods for tracking customers by
channel, few are using tools that are effective in
identifying individual customers and tracking their
activities across all the channels. Ultimately, in order
to derive value from the data, companies must know
who their customers are on a one-to-one basis, by
creating a holistic view of their interactions with
individual customers.
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Jupiter Media Metrix released the results of a
study that found that only 15% of businesses
that market online are doing any formal mea-
surement of how these efforts affect their
brands. Most, instead, use direct response
metrics, such as number of hits. Although
direct response metricsare providing retailers
with some new insights, the complexity of the
shopping experience suggests that these pure
online measuresare not sufficiently robust for
atrueunderstanding of what goesonintheCD
channel.

TRACKING AcROss CHANNELS

urveys that tracked consumers found
variations in their patterns of behavior.
These surveys revealed that very often
visitorstoWeb siteswerenot stayinginasingle

channel for the whole shopping experience. A
visitor to a Web site may have zeroed in on a
single item—perhaps one he was buying as a
replacement or one he had already found in a
catalog. Alternatively, he may have goneto a
store to see the product before buying it; or the
pattern might have been the reverse, whereby
store or catalog shoppers identified a product
they were interested in and then went to aWeb
site to find the lowest price. With consumers
using multiple sites as well as channds, it
becomesvery hardto apportionthevaueof the
final salesamong the dollars spent on advertis-
ing, communicatingthroughdifferentinforma-
tionsources, orinteracting at different customer
touch-points (see Figure 5-2).

One of the key learnings about operating on
the Webisthat CD channdlsare not aseparate
market that can be monitored and measured in

Figure 5-2

Consumers Tend to Visit a Number of Sites Before Making a Purchase
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isolation. Any ROI analysis must grapple with
this very complex issue of cross-channel use.
The more innovative retailers have begun as-
sembling metrics to evaluate their retail chan-
nelsandtheva ueof thesynergiesof integrating
them. They areal so beginningto makeresource
allocation decisions based on this analysis.

To get a better understanding of how these
new metrics are working, we interviewed
executivesfrom agroup of multichannel retail-
ers and service companies. Of the ten compa-
nies we interviewed, eight had moved beyond
simply measuring clicks and visitors and
were using more formal metrics to calculate
ROI acrosschannels. Theseinterviewsgave us
someinsightinto how themostinnovativelarge
companies are measuring the value of various
channels today.

Revenue-Based Metrics

Theintervieweesindicated that the purpose of
their new metricsisto evaluate the effective-
ness of their channels in increasing overall
revenue. Specifically, they look at the impact
of various programs and promotions on sales
acrosschannels. Thisisstill afairly traditional
approach. The innovation lies in trying to
measure how an activity in one channel might
affect revenue in another.

Currently, some of the most effectiveways
of measuring revenue across channelsinclude
the following:

 Customer tracking. Credit cardtrackingand
loyalty programs provide a unique customer
identifier across channelsthat allowsretailers
to track the behavior of individual customers
both online and offline.

» Promotionsand advertising campaigns. Al-
thoughatraditional method, analyzing changes
in sales during a particular promotion or ad

campaign gives agood indication of whether
promotions in one channel affect salesin an-
other. Thisstrategy includessuch measuresas
comparing thesizeof direct mail and Web site
promotions to the level of in-store sales.

« Personalized promotions. Promotions such
asonline couponsand one-to-onee-mailspro-
vide retailers with severa levels of informa
tion and a way to gauge the effectiveness of
online campaigns on in-store sales. For ex-
ample, oneretailer promotesin-store coupons
on its Web sites. This alows the store to find
out how many customerslook at the coupons,
how many download them, and how many
eventually redeem them.

Early Successes ...

One of the respondents, an apparel retailer, is
making significant progress with cross-chan-
nel metrics. Hereported using channel metrics
to calculate ROI in each channel to determine
resource allocation across channels.

We always look at return on in-
vestment.\We look at the amount
we spent on an initiative and what
the return is. We can track pur-
chases across channels.

—Apparel retailer

Relying on these metrics, this company
shifted resources away from its catalog busi-
ness into its Internet business as it saw the
effectiveness of its online channel rising.

... But Limited

However, these early successes in measuring
the impacts of channel synergies have been
limited. For one thing, the revenue-based
metrics these companies have borrowed from

The more
innovative
retailers have
begun
assembling
metrics to
evaluate their
retail channels
and the value of
the synergies of
integrating

them.
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traditional media and advertising don’t seem
towork aswell in the complex world of mul-
tichannel shopping. Controlling for theimpact
of external eventsbecomessignificantly more
complicated when the shopping experience
occursover timeandinvolvesseveral pointsof
contact. Asaresult, theROI cal culationscom-
paniescomeupwitharegenerally describedas
estimates, qualified by statementssuchas“we
think,” or bounded by wide ranges that make
the numbers all but unusable, such as “from
2% to 50%.”

The complexity of the multichannel shop-
ping experiencetoday rendersany direct causal
links between expenditure and sales suspect.
In the future, amore useful set of metricswill
emerge that will break down the shopping
process and measure the effectiveness of each
channel in supporting not just the revenue
generated but the complex patterns of interac-
tions (that is, of customer relationships) that
increasingly determinethe outcomesof multi-
channel shopping.

SEEING THE VWORLD FROM THE
CoNSUMER’s VIEWPOINT

ne way of thinking about the effective-

ness of a channel—and thus of coming

up with a metric to measure that suc-
cess—isto approachit from the perspective of
the consumer. After al, it is the consumers
who are doing the searching and crossing of
channels. What does CD shopping look like
from their perspective?

Thekey is how consumers use informa-
tion as they move through the purchasing
cycle (see Figure 5-3).

For aroutine repurchase or a simple deci-
sion to try something new, the cycle will be
straightforward. But for other, more complex
purchases, it may involve a complicated pro-
cess of gathering information across a broad
range of different sources and channels. If we
try to track the consumer moving among com-
muni cation andinformation sources, wemight
seeacompl ex diagram that sometimescrosses
oneor two sources, and sometimesfiveor ten.

Figure 5-3
The Purchasing Cycle

6. Followup
(e.g., returns,
customer service)

2. Option evaluation
and decision making

Source: Institute for the Future and Peppers and Rogers Group
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The final outcome will be a purchase, but it
will not be self-evident what value the con-
sumer put on each piece of information en-
countered in the process (see Figure 5-4).

We don't quite know what goes on within
the cloud at the center of the diagram—each
shopping experience will be alittle different.
But we do know that once the first bit of
informati on beginsthe shopping process, each
subsequent piece of information becomes in-
creasingly important in determining the out-
come, and that the final sale can be driven by
the quality and relevance of the information
the seeker finds all along the chain.

Thus, it isimportant for businesses to dis-
tinguish thegoal sand efficacy of each point of

contact with the consumer—each category of
spending. Businesses then must provide the
necessary support for each category according
to its strategic value. They can do so only if
they are armed with innovative new metrics
that not only measure traditional data like
revenuebut alsotheway thedifferent channels
work together to move a consumer toward
making an actual purchase. In other words,
even if one channel’s contact with the con-
sumer doesn’t end in a sale, that channel has
still performedanimportant functionif it sends
the consumer aong to a different channel in
the company. Under these new metrics, it will
be rewarded for that.

Figure 5-4

A More Complex Real World: Consumers Wend Their Way Through the Shopping Channels

Shopping Channels

Sales

e
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Source: Institute for the Future and Peppers and Rogers Group
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Businesses need
to move beyond
thinking of a sale
as the final
metric and
consider the
long-term value
of their
relationships

with customers.

FiNDING OPPORTUNITIES FOR A
STRATEGIC APPROACH TO RETURN ON
INVESTMENT

n order to make sense of this cloud of

complexity, businessesneed to rethink the

way they use and measure their channels.
Businesses need to move beyond thinking of
a sale as the fina metric and consider the
long-term value of their relationships with
customers. They also need to understand the
interactions among channels and evaluate
how each channel supports the othersin ac-
quiring customers and encouraging fickle
consumers to enter relationships. Finally,
busi nesses need to deepen their relationships
with their customers—especially their most
valuableones. To do so, businesseswill build
mutually beneficial, one-to-one Learning
Relationships with each customer.

Table 5-1
Components of Customer Acquisition
Strategy

« Initial customer acquisition cost
e Tracking consumers

e Collecting feedback about an individual
consumer’s needs and value

« Sending focused and personalized
messages to the consumer

« Building the possibility of an interaction

« Delivering value to a customer through
interaction

« Providing relevant information through
various channels, including at the point
of sale

Source: Institute for the Future and Peppers and Rogers
Group

From Transactions to Long-Term
Relationships

It isonly by first understanding how compa
niesacquire and retain consumersfor thelong
term that we can measure any channel’s con-
tributiontothebottomline. Assembling mean-
ingful channel metrics from the consumer
perspective requires aredefinition of success-
ful outcomes. Companies need to move be-
yond thinking of the next transaction—the
sale—as the ultimate measure of success and
begintotakeamorecomprehensiveandlonger-
term view.

First, how does a company increase the
long-term value of aconsumer?Inthree steps:
(2) by attracting the interest of the consumer;
(2) by diciting feedback from the consumer;
and (3) by using information from that con-
sumer to keep that individual as a customer
(seeTable5-1). Eachof theseisadiscretestep
in communicating with consumers, and each
of these also builds on the others. Each offers
opportunitiesfor thecompany and hasspecific
goalsthat can be measured and evaluated. The
ability to coordinatethese stepsandto develop
measuresthat track theval ue of the messageor
acommunication withthe consumer at agiven
stage is critical to success. This requires a
reassessment of the way customers interact
with channels and the way channels interact
with each other.

The transition away from transaction-ori-
ented metrics and toward arel ationshi p-based
methodol ogy such asthisrequiresatwo-stage
approach. First, businesses need to reorient
their customer acquisition strategies toward
the idea of getting consumers to enter into
relationships rather than simply make pur-
chases. Second, once consumers have entered
into arelationship with the business, and have
moved from being strangers to being recog-
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nizable customers, businesses need to deepen
theserelationshi psby understanding theneeds
of these customers, and then tailoring their
offeringsto providefor those needs. To deter-
minethe successof thistactic, businesseshave
to be able to measure how well the company
buildstheserel ationshipsand how theval ue of
an individual customer changes over time.

From Stranger to Customer

Customersbegin astotal strangers—unknown
to acompany. Once aconsumer asksfor more
information, or makes an inquiry, she
indenitifies herself as a customer. In order to
get their customersto moveinto deeper, more
valuablerelationships, businessesfirst needto
acquire customers with the highest potential
valuetothefirmand|earn enough about some-
time customers to help them become regular
customers. This requires businesses to opti-
mize the effect of each communication chan-

nel. It also necessitatesan understanding of the
complex interactions among channels. Once
these are fairly well understood, businesses
must be able to measure the success of invest-
mentsand new spending acrosschannels. Such
measures are hard to make in aworld where
consumers are gathering information from a
variety of channels in a complex decision-
making path. However, this very complexity
opens the door to strategically rethinking the
connections among all aspects of the firm's
customer touch-points.

Valuing the Communication
Roles of Channels

From afirm’s point of view, there are four key
steps in communicating with consumers. ad-
vertising, marketing, customer service, andsales
(see Table 5-2). Each of these stepsrequires a
deeper engagement with the consumer that will
lead to abetter understanding of the product or

Table 5-2

A Business Perspective on Consumer Communication: Four Key Roles

Communication Roles

Channels

Measures

Advertising: Brand building,
product introduction, identifying
potential customers

Marketing: Providing targeted
information

Customer Service: Interactive
engagement

Sales: Transactional exchange

Mass media, ads

Stores, Web, catalog, magazines, news

Stores, Web, phones, mail

Stores, Web, catalogs, mail

browsed).

Hits, gross rating points.

References, cross-channel
browsing, length of time spent
(e.g. number of web pages

Interactions with consumers,
data collected.

Long-term value of the customer.

Source: Institute for the Future
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serviceonthepart of the consumer, and abetter
understanding of theconsumer onthepart of the
business. Each step will contribute to enhanc-
ing the long-term value of that customer. The
channel mix that will be most effectivein sup-
porting each communi cationrolewill vary con-
siderably. Thiswill require companiesto think
carefully about how they allocatethei r resources
among channels.

Understanding Interdependent Roles

The four levels of engagement suggest some
interesting conclusions. Each of therolesisdis-
crete with different purposes and goals, which
can be measured separately. Each of the roles
may have very different effects, depending on
whether the firm’'s god is to create a new cus-
tomer ortoretainor serviceanexistingone. None
of therolesiscompleteinitsef, but al rolesare
essentia to building an effective customer rda
tionship, and ultimately sustaining a company

that sells products and nurtures brands. Despite
their differences, each of the roleswill beinter-
connected and mutually interdependent.
Ultimately, each roleisdriving toward the
same goal s—understanding the needs of the
customers and enhancing their long-term cus-
tomer value. In assessing the value of each
level of engagement, each channel will receive
some credit for enhancing customer value, or
full creditfor achangeinvaueassociatedwith
a particular communication strategy with a
customer. Yet seldom will any one channel
ever be completely sufficient on its own.

Tracking Interdependencies

Tounderstand therolesof all of theselevel sof
engagement, businesses will have to measure
insomefashiontheirimpact ontheother roles.
A strategic investment in any of theroleswill
haveto measureitsimpact not just on salesbut
also on encouraging consumers into deeper

Table 5-3

Measuring the Impact of Deeper Engagement

Communication Roles

Measures of Cost

Measures of Value

introduction

information

engagement

Advertising: Brand building, product

Marketing: Providing targeted

Customer Service: Interactive

Sales: Transactional exchanges

Dollars per impression

Dollars per item

Dollars per interaction

Dollars per transaction

Appearances and references on other sites
and in other channels.

Response rates, additional information
requests, or information collected from the
consumer.

Sales opportunity, dialogue with an interested
consumer, feedback from the consumer,
complaints satisfactorily resolved.

Sales and likelihood of future sales (product
on hand; needs information collected;
efficient delivery; efficient payment system).

Source: Institute for the Future and Peppers and Rogers Group
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engagement andlonger-termrel ationshipswith
the company. While CD channels could en-
able asale of aproduct or a service after any
singlecommunication opportunity, therehave
to be interim measures of customer value that
capturethesuccessinencouragingacustomer’s
deeper engagement, regardlessof the sale(see
Table 5-3). These may include measures that
reveal an increase in the probability of con-
sumer profitability, such as indicators that
consumers are browsing more frequently or
are browsing among higher-margin items, as
depicted in the table.

Moving Toward a Deeper Engagement

As customers progress from level to level,
they move into deeper engagement and be-
come active participants in a Learning Rela-
tionship. Ultimately, valuable customers will

become engaged in a Learning Relationship
when a company learns more about that
customer’s needs and responds by meeting
those needs better than competitorswho don’t
know as much about that customer. For each
level, acompany will have established aratio
of visitors to customers who buy, return to
browse, make an inquiry, or display any other
indicators that they intend to continue and
strengthen the relationship. Thus, a Web site
that introduces a product might lead a certain
share of visitorsto visit or browse other sites.
Say, for every 150 who visit a Web site, one
will actually purchase something online; but
for every 50 visitors, onewill look at aproduct
seen on the Web at a store; for every 30, one
will look at the same product in a catal og; for
every 20, onewill call the company for more
information, and so on (see Figure 5-5).

Figure 5-5

A Starting Point: Measuring Success at Each Level of Deeper Engagement
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Source: Institute for the Future and Peppers and Rogers Group
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These ratios may allow acompany to get a
better understanding of the effectivenessof its
communi cationsstrategy—not just what sales
result directly from a given activity, but what
patterns of behavior result that allow asecond
or athird chanceto interact with the consumer
and let her learn about aproduct. Knowing the
ratio of visitorsor users of other sitesto future
customer value provides away of apportion-
ing the value of a referral to that site. In
addition, gathering feedback from customers
allows afirm to understand the needs of their
customers and also determine which custom-
erswill bemost valuableinthefuture. Further-
more, focusing onthefull valueof achannel in
sales, inreferences, andin quality interactions
can allow firms to invest strategically in im-
proving the relationship-deepening value of
key customer touch-points.

Toward One-to-One
Learning Relationships

Once a consumer actually identifies herself,
she becomes a customer. And once a firm
recognizes that customer, a company can be-
gin building on the experiences used to win
that customer and track its direct relationship
with her. It also requires ashift in the types of
metrics that will best measure a business's
performance. With integrated channels and
theoptimal allocation of resourcesacrosschan-
nels, businesses can begin to communicate
with customers individualy in a way that
maximizes the long-term value of each. This
approach requires the creation, maintenance,
and deepening of relationships with custom-
ers. Inshort, it requiresatransition away from
mass-media campaigns toward one-to-one
communication strategies carried out across
multiple channels (see Figure 5-6).

Figure 5-6
The Next Step: Measuring Success One Customer at a Time
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Source: Institute for the Future and Peppers and Rogers Group
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Leveraging Customer Interaction

Customer feedback is the sum of every inter-
action the customer has had with the retailer.
These interactions might include information
derived from browsing, customer service in-
quiries, and purchases. Thus, themoreinterac-
tionsabusiness haswith acustomer, the more
the business learns; and as a result, the better
service it can provide. The interactions we
discuss above are critical in deepening the
retail er’ sunderstanding of eachcustomer. This
feedback loop is particularly rich for mass-
market consumer products, sincethefrequency
of purchaseis high and the data collected can
be more accurate than that of occasional pur-
chases. The ahility of the company to track
these interactions will go along way toward
determining how well they can allocate their
spending among channels.

By identifying individual customers and
building an understanding of their needs,
businessescan begindifferentiatingtheir cus-
tomers. First, they can differentiate custom-
ers by value, determining which customers
are high-frequency shoppers, or which buy
high-margin items. Then they can differenti-
ate customers by their needs, identifying
which customersbuy branded products, which
arebrandloyal, and which areexperimenters.
They can calculate the long-term value of
each customer and decide which customers
might be especially receptive to value-added
services and special offers.

One-to-One Metrics: Calculating the
Lifetime Value of a Customer

The most effective way to think about and
measure these deepening relationships is in
terms of the future value of that customer. The
concept of “lifetimevalue of acustomer” takes

into account the expected future profit streams
associated with each customer. This measure
incorporatesnot just animpending salebut also
includes the expected future costs and benefits
of retaining that customer (see Table 5-4).

For example, in ng the value of that
customer, we would evaluate not just how big
the last purchase was and when it took place,
but wewould also look at what we expect their
future purchasesto be. To make these kinds of
projections, we would look at how often they
make purchases, what types of itemsthey buy,
how often they refer others, how big arolethe
company playsinthat consumer’ soveral pur-
chasing decisions, and so forth. Wewould then
caculate the stream of future purchases we
would expect based on the probabilitiesof their
continuing as customers. Analytical software
applications can mine the wealth of consumer
dataabusinesshascollected to determinethese
probabilities and values. Many CRM software
packagesare now incorporating theseanal ytics
into their customer service functions.

Table 5-4
Factors Determining Customer Value
« Initial customer acquisition cost

« Fixed and variable costs of servicing that
customer

« Profits from sales of products across all
divisions, channels, and operating units

« Profit from sales of continuing services
« Profit from referrals of other customers

« Likelihood and magnitude of volume growth
or increased profits
« Predictors of loyalty or attrition

Source: Don Peppers, Martha Rogers, and Bob Dorf, The
One to One Fieldbook, 1999.
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In the future, effective measurements that
will help manage customer value will include
such indicators as share of customer, lifetime
value, projected retention rate, strategic or po-
tential value, and return on dataassets. Moving
forward, companies must begin to look at pre-
dictive measures that enable them to identify
potential high-valuecustomers. For example, a
predi ctive measure might be an assessment of a
customer’s willingness to collaborate with a
company, perhaps by measuring her respon-
sivenessto communications, thefrequency that
she wants to receive communications, or plac-
ing a value on the different types of personal
information the customer shares. These mea-
suresarehighly dependent onafirm’ sability to
move customers to a deeper level of engage-
ment, to gather direct feedback from that cus-
tomer, andtobegintounderstandthat customer’s
particular needs.

These new metricsaffect theway that busi-
nesses evaluate their channels as well as the
way they view their customers. To improve
the components of the customer value for-
mula, companies need to understand their
customers' needs and begin to tailor their
operations to meet these needs. In this way,
they can enhance the lifetime value of all of
their customers.

ConNcrusioN: THE NEw MEeTRICS
FOR ENHANCING LONG-TERM
CusToMER VALUE

ombiningknowledgeof theneedsof their
customerswithknowledgeof what drives
these customers to deeper engagement
will give firmsabetter sense of ROI, and thus
the strategic insightsthey need to make effec-
tivedecisionsabout resourceall ocationamong
their different channels. Investment dollars
should be apportioned not on the basis of
mediahitsor final sales, but rather onthevalue
of the channel to their most valuable custom-
ers. Companies need to determine who their
best customers are and understand the needs
and preferencesof each customer inthisgroup.
By aggregating the preferences of the most
valuable customers, companies can decide
where to invest. Resources should be alo-
cated according to which channel sarethe best
at producing interactive engagement, Learn-
ing Relationships, and long-term value.
Aswehavediscussed in thischapter, using
channelsintelligently requires atwo-pronged
approach. Making full use of al channels—
including online sites, catalogs, and stores—
for communicationaswell assal esisnecessary
to encourage new customers to enter into a
deeper engagement with a company. These
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channels are also important for addressing
the fickle yet potentially lucrative experi-
menters who tend to hop from brand to brand.
Once customers begin to provide information
and feedback and increase the frequency of
their purchases, they become active partici-
pantsinbuilding an effectiveone-to-oneL earn-
ing Relationship. Assuch, their lifetimevalue
increases, and they may become eager recipi-

entsof tailored communications, services, and,
downtheroad, perhapseven customized prod-
ucts. Thekey totappingintothelifetimevalue
as well as the future, potential value of a
customer isin establishing a metric that goes
beyond merely recording hitsand dollars, to a
metric that tracksthe ways customersactually
use CD channelsand calculates ROI based on
those measurements.
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